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October 25, 2004

Honorable Mayor, Michael A. Guido,
Members of the City Council, and
Citizens of the City of Dearborn:

The Comprehensive Annual Financial Report (CAFR) of the City of Dearborn, for the fiscal year
ended June 30, 2004, is submitted with this letter. The City's Finance Department prepared this
report pursuant to requirements of both the City Charter and Michigan law.

MANAGEMENT REPRESENTATIONS

Responsibility for both the accuracy of the presented data and the completeness and fairness of
the presentation, including all disclosures, rests with the City.

We believe that the financial information, as presented:

is accurate in all material aspects;

is presented in a manner designed to set forth fairly the financial position and results of
operations of the City as measured by the financial activity of its various funds;

includes all disclosures necessary to enable the reader to gain the maximum understanding of the
City's financial affairs.

SIGNIFICANT CHANGE IN PRESENTATION

The City adopted GASB Statement 34, “Basic Financial Statements - and Management’s
Discussion and Analysis — for State and Local Governments” for the year ended June 30, 2002.
The financial statements presented are based on the new reporting format. The format and
purpose of these changes are addressed in the Management's Discussion and Analysis section of
this report.

FORM OF GOVERNMENT/CITY PROFILE

The City of Dearborn is located in southeast Michigan and borders the City of Detroit to the east.
The 2000 census reported a population of 97,775, which is an increase of 8,489 from the 1990
census.  While many other older communities lost population, Dearborn continues toc grow. The
building activities reflect the desire of people to live here. The superior public services and
facilities, a well-established employment base, proximity to Detroit and other affluent suburbs,
Detroit Metropolitan Airport, and transportation systems, make Dearborn a desirable community
in southeast Michigan for families and businesses.

The present City of Dearborn was incorporated in 1929 consolidating the former cities of Fordson
and Dearborn. The City operates under a strong mayor, weak council form of government. Its
most recent charter was adopted November 3, 1979 and was effective July 1, 1980. The City is
incorporated under Michigan law as a home rule city.

[
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Elected officials are composed of the Mayor, City Clerk, and seven Councilpersons who are elected
at large. All terms of office are four years. Department Directors and the Chief of Staff are
appointed by and serve at the pleasure of the Mayor with the exception of the Human Resource
(Civil Service) Director, City Planner, City Librarian and Curator of the Historical Museum who are
appointed by their respective commissions. Corporation Counsel is appointed by the Mayor,
subject to confirmation by the City Council. The Mayor is responsible for administration of all
departments and functions of the City government not under the jurisdiction of any other elected
official or the Civil Service Commission. The City Clerk has duties related to keeping the public
records. City Council is headed by a Council President who is the member receiving the highest
number of votes in the last general election. The Council is responsible for all legislative matters
including adoption of the City budget.

The City established a Finance Committee that held its first meeting June 25, 2003. The
committee includes two councilmembers, the Finance Director, and the Chief of Staff. The
committee adopted an auditor rotation policy that allows for the continuation of an audit firm, but
requires, among other things, that the in-charge partner be rotated at least every five years.
This policy was accepted by City Council on January 15, 2004.

REPORTING ENTITY AND SERVICES

For financial reporting purposes, the City includes all of its funds. The City provides a full range
of municipal services that include public safety, sanitation, health, culture and recreation, public
management, planning, and general administrative services. Water and sewerage services, the
golf course, public parking lots and senior citizen housing are accounted for in the City's
enterprise funds. Trust and Agency funds are also included and account for pension system fund
and other trust capacity activities. There are four component units, which are primarily tax
capture entities. The component units include the East and West Downtown Development
Authorities, the Brownfield Redevelopment Authority and the Economic Development Corporation.
These entities are included because of the close relationship and influence of the city. The City
has performed the “Determining Whether Certain Organizations are Component Units” test as required by
GASB Statement 39 and has not included any other entities for reporting at this time.

REPORT ORGANIZATION

This Comprehensive Annual Financial Report is intended to meet the needs of a wide variety of
interested parties. It is divided into the following major sections:

Introductory Section - Includes this transmittal letter, some key facts about the City, the City's
organizational chart, a list of principal officials and the independent auditor's report.

Management’s Discussion and Analysis — Describes the objectives of financial reporting under
the guidance of GASB 34 and analyzes the City’s financial activities.

Basic Financial Statements — Is the government-wide and fund financial statements, along
with the notes to the financial statements. These are the City’s basic financial statements that
provide an overview for readers who need less detailed information than that contained in the
balance of the report.

Required Supplementary Information — Includes information regarding the City’s retirement
systems and a budgetary comparison schedule for the General Fund.
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Other Supplementary Information — Includes a more detailed view of individual funds,
combining them by type into totals that agree with those shown in the basic financial statements.
It also includes comparisons of revenues and expenditures with related FY2004 budget amounts
for governmental funds, as well as a schedule of indebtedness.

Statistical Section - Presents selected additional detail on elements of the financial statements,
such as debt. Multiple year trend information is also presented here as well as selected economic
and miscellaneous information intended to help the reader gain a better understanding of the
City's characteristics and operations.

Single Audit of Federal Programs - The City is required to undergo an annual single audit of
its federal financial assistance in conformity with the provisions of the Single Audit Act of 1984
and the U. S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments and Non-Profit Organizations. Information related to this single audit, including the
independent auditors' reports, schedule of expenditures of federal awards, schedule of findings
and questioned costs (none reported), and other applicable information is included in the single
audit section.

ECONOMIC CONDITION AND OUTLOOK

The economy for the City of Dearborn is stable, but noticeably influenced by the national
economy. Local employers, including the City, continue to reduce staffing. The overall
expectation for the region for the coming year is stability and slow growth with a minimal inflation
rate.

The automotive industry is one of the major industries affecting the economy of the State of
Michigan. Due to the downturn and slow growth, the State of Michigan has experienced a decline
in its revenues, resulting in the Governor and Legislature reducing state shared revenue
distributions to local governments, including the City of Dearborn.

The City of Dearborn is an employment center as it is home to the world headquarters of Ford
Motor Company. In addition to the world headquarters, Ford has a large research and
development facility, and the Rouge Complex manufacturing plant. Several large automotive
suppliers also have operations within the city.

Despite the downturn the auto industry has experienced over the last several years, Ford Motor
Company has made a commitment to reorganizing and improving its operations to maintain its
long-term viability.

The rebuilding of the Rouge Plant operations, that are part of Ford’s Heritage Project, continues
with visual improvements and components placed into operation. The completed project is
designed to be “state of the art” and a leader in its industrial operation.

The Federal Reserve low interest rate economic stimulus policy has had an impact on the City of
Dearborn. The automotive industry continues to offer very favorable financing incentive packages
for consumers to stimulate vehicle sales. The low interest rates have also supported the turnover
of housing resulting in the “uncapping” of the assessed taxable value of homes. Under Proposal
“A” of 1994 the taxable value growth rate is limited or capped, and when a home is sold, the
home is reassessed to current market value. Construction activity and planned activity is quite
favorable. The low interest rate environment is expected to continue to provide incentive for
capital investment and reinvestment.
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MAJOR INITIATIVES

The City of Dearborn’s personnel continue to strive for constant improvements to provide the
highest level of customer service possible within revenue constraints. Satisfaction of our citizens,
customers, and partners is the organization's driving force. All of the services provided are
evaluated on the basis of the benefits they provide both to individual users and to the community
as a whole.

In 2002, at the direction of Mayor Guido, Mark Guido, the Chief of Staff, established the City
Development Initiative (CDI). The department directors serve on this steering committee and
sub-committees have been formed and involve all levels of personnel. The intent of CDI was to
address some specific areas of interest and move the organization to a more collaborative
inclusive operational approach. To date, the initiative has made progress and is attending to
important internal issues such as: Technology, Communication, and Pay and Staffing. Several
administrative policies and actions have resulted from the work. The Mayor established a set of
“Mayor’s Initiatives” that are focused on some of the Mayor’s priorities. These items are:

Neighborhood Preservation

Major Thoroughfare Beautification
Downtown Redevelopment
Parking Systems

Underutilized Land

Neighborhood Preservation

Neighborhood preservation and improvement is a top priority. The “Operation Eyesore” program
has been instrumental in removing substandard structures for years. The City acquires
substandard properties and then sells the property to individuals or developers. Existing
structures are usually demolished as part of the program.

Residential rehabilitation programs, funded through a variety of sources, are now managed more
comprehensively. These programs help maintain and improve housing for low and moderate-
income residents.

The Mayor’s “Neighborhood’s First” program is an intense program of neighborhood renovation. A
focus group of representatives from several city departments were challenged to create a long-
term program to maintain neighborhood standards by helping residents/property owners help
themselves, thereby renewing our on-going commitment to care for and maintain residential city
property. The “Neighborhoods First” program “blitzes” one neighborhood at a time. Its long-
term strategy includes: crime prevention and awareness, commercial and residential code
enforcement, outreach and counseling services and crisis intervention, educational assistance,
infrastructure improvement and maintenance, and purchase and demolition of substandard
structures with subsequent redevelopment. The “Neighborhoods First” program is on a
neighborhood-by-neighborhood basis, and will continue until the entire City is covered.

Three years ago, a program called “Residential Rescue” was implemented that combines the
efforts of many departments as well. The team works aggressively to address deteriorated
homes by either pursuing a renovation strategy or demolition. The program is a proactive
approach and preventative in nature. The team has targeted 3,100 properties throughout the
city. The program has a social services element in which the team assists people with
rehabilitation of their property or finds suitable housing. Often a property is deteriorating
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because occupants lack the ability to care for the property rather than intentional neglect. The
team seeks a beneficial outcome for all involved.

The neighborhood work of the past has provided the impetus to enhance the coordinated effort
for monitoring, educating, and enforcing building and related ordinances. The Mayor made
neighborhood sustainability and improvement a priority and provided resources to double the
efforts of the Building & Safety department. Without question, Dearborn has the most proactive
and progressive effort directed at neighborhoods in the State.

Major Thoroughfare Beautification

The major roadways, excluding freeways, are for the most part business districts. The City of
Dearborn has collaborated with Wayne County and the Michigan Department of Transportation to
incorporate streetscaping activities with the rebuilding of streets. For example, Michigan Avenue
(US12) in the east end of Dearborn is under construction and is expected to be completed this
year. It is being completely rebuilt, including the replacement of all underground utilities and a
streetscape plan.

In addition to these projects, the Mayor has established a higher appearance standard for the
major roadways. These improvements, that are maintenance in nature and are directed at the
frequency of grass cutting, edging, and street cleaning, have provided an overall enhanced
appearance.

Downtown Redevelopment

Dearborn has five downtown geographic locations. Central, West and East downtowns run along
Michigan Avenue (US12). Warren Avenue on the north end of the City of Dearborn is a fourth
downtown environment. There is a fifth business district in the south end of the city.

Central Dearborn is following the Ford Motor Land master plan called “the Fairlane Community”
that was launched in 1970. The former 2,360-acre land holdings of Henry Ford | are being
developed into a model urban center. According to Ford Motor Land, the combined developments
are the largest single corporate development in the nation. The Fairlane Community includes
technology and research, residential, shopping centers, hotels, medical centers, office parks,
commerce parks, a Jack Nicklaus designed championship golf course, and other miscellaneous
developments. The Southfield Freeway connects to Interstate-94 and the Detroit Metropolitan
Airport. These freeways pass through central Dearborn and allow people to commute rapidly to
the airport or to access the interstate to travel to Detroit or Chicago. There are many high-rise
business complexes, including Ford World Headquarters, scattered in this area of the city.

The 200,000 square-foot Ford Community and Performing Arts Center is located in Central
Dearborn. It opened in the summer of 2001 and received national recognition for its design. This
facility replaced the old Civic Center that was the City’s main recreational facility. The recreation
component of this new building is 94,000 square-feet, the multi-purpose component is 20,000
square-feet, and the theatre and fine arts component is 86,000 square-feet. The combined
structure is the largest municipal-owned facility of its kind in North America. The new center
features: a 1,200 seat theater with a grand staircase, a surrounding balcony and museum- quality
art gallery, a 200 seat “black box” multi-purpose room for smaller theater productions or
conference/banquet rental, a great hall, a senior citizen wing, several meeting rooms, aerobic and
dance studios, an indoor leisure pool with zero-depth entry, slides, a lazy river, a spa, an indoor
lap pool with diving boards, fitness machines and free weights, a 30 foot high indoor rock
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climbing wall, double gymnasium with a second level track, café, babysitting services, and much
more. Dearborn clearly offers superior recreational and cultural opportunities. Central Dearborn
is attractively designed, continues to develop, and is a very desirable location for professional
businesses and living.

In the west-end business district, the City of Dearborn currently owns a significant set of
contiguous property parcels. The City of Dearborn is partnering and has a preferred developer
agreement with a large well-established developer to convert this property into 52 condominiums,
a hotel, a business tower, and retail stores/restaurants. The City is completing the land
preparation work and the property sale closing is expected this year. This development will
connect to the very successful West Village, a high density retail/residential development that
became operational in the late 1990’s. The entire business district has become very active and
in demand. Buildings are being privately acquired and rebuilt to include second floors with loft
apartments. Several restaurant/bar/entertainment businesses have opened and more are
expected. The area has been described as a “boom town” and the evident activity surely
supports this description. The lunch and nightlife pace has dramatically increased. Dearborn’s
West downtown has been called “historically hip” and is a destination place where people want to
be.

In East Dearborn, the rebuilding of Michigan Avenue, including streetscaping, is in progress. In
the late 1990’s a residential development, Georgetown Commons, was successfully completed
behind City Hall. The City Hall complex anchors one of the corners of the east end downtown. On
one of the other anchor corners is a large vacant building resulting from the bankruptcy of
Montgomery Ward in 1997. Investors have acquired the property and have proposed projects
ranging from renovation to replacement. Aggressive interest in this building and project
alternatives continue to be forthcoming. The redevelopment of this site will be a key to the
successful future of this downtown. Across from City Hall, a non-profit organization, ACCESS, has
acquired a building and is building an Arab American National Museum. An investment of $12.8
million resulting in a 38,500 square foot building is scheduled. Resources, including some
financing, have been secured and construction is in progress. Many of the current businesses
have rebuilt or expanded their operations. Expectations are high and the potential for district
improvements are positive.

In the north end the Warren Avenue Phase 1 reconstruction was completed a year ago with new
concrete and curb cuts for on-street parking. In addition, streetscape work includes new colored
sidewalks, public benches, trees, etc. Entrepreneurial spirit is very high, occupancy is high, and
businesses are active. The second phase is scheduled and extends this type of work to another
section of the roadway.

Parking Systems

The City of Dearborn owns a number of parking lots, most of which are located in the East and
West downtowns. Some of the outlying bts are being sold. Separate East and West Parking
System Funds were established for fiscal year 2003. Distinct parking systems are being put in
place for each business district. Lots are being rebuilt and redesigned to include landscaping and
other aesthetically pleasing amenities. Two parking decks are being constructed to support the
parking system. Additional decks may be built if demand and/or future developments with higher
density are initiated. The West Dearborn Parking System is implementing a user paid system.

Vi
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Underutilized Industrial Land

The City of Dearborn has little undeveloped property available. Ford Motor Company has, or is in
the process of, rebuilding its manufacturing facilities. The City of Dearborn is monitoring and
taking action to make sure that all structures are maintained or replaced. The City has been
approached by organizations interested in locating within the community. Large parcels of
property for industrial or business use are in demand. Much of the industrially zoned property
was developed in the early part of the last century. Age and obsolescence have depreciated
values to a level that approximately 75% of industrial acreage not owned by Ford, Visteon, or
Rouge Steel is considered to be underutilized or undervalued.

The City of Dearborn is an active player in the redevelopment of brownfield locations. A
Brownfield is a commercial property that is abandoned or may be significantly underutilized in
relation to its potential and best use. In many cases, the business-life has expired and the
property has or is perceived to contain environmental contaminants prohibiting re-use or
redevelopment. These properties become eyesores, decline in value, and can negatively impact
the surrounding properties. Developers find it easier and cheaper to develop greenfields,
therefore consuming resources instead of reusing previously used property. Dearborn has
pursued Federal and State assistance for projects of the brownfield nature and has successfully
redeveloped brownfield sites. Several years ago, Kenwal Steel was built as a brownfield project.
In 2002, Kenwal Steel opened a $14 million, 150,000 square-foot, pickling plant. Just down the
road, another brownfield site, the former Sharon Steel Corporation (now bankrupt, 1932-1989),
was planned to be redeveloped into 47 new 2000+ square-foot homes. However, the school
district enrollment has exceeded facility capacity and the school district has purchased the
property to build a new school. Both of these projects required significant efforts from the City
of Dearborn in partnership with private developers and the State of Michigan.

The City of Dearborn has been acquiring property in an area that is geographically favorable for
industrial use and in close proximity to other industrial activity. This area is cut-off by freeways
and major roadways from the rest of the city and is unfavorable for accessing schools. It is
anticipated that the parcels will be consolidated and converted to a new use. The City of Dearborn
has analyzed all of the underutilized locations and in time intends to address each one.

Smaller new developments and redevelopments are evident throughout the city. The demand for
vacant property is fierce. Contractors aggressively pursue and bid for limited vacant land. New
locations have been opened by several national retailers like CVS, Walgreen, and Home Depot.
Developers are purchasing property with older buildings, demolishing the old structures, and
building new facilities to match current use/demand. For example, the Crowley’s department
store, a strip mall anchor, was removed and Kroger built a large style grocery store. Kroger
moved from a smaller building in the same mall. This building was quickly occupied by Marshall’s
department store.

All of these initiatives show the City of Dearborn’s commitment to maintaining its viability as a
residential and business community.

Outside of the CDI efforts, the Federally mandated combined sewer overflows (CSOs) project
continues to be a major endeavor. A revised National Pollution Discharge Elimination System
permit has been negotiated with the Michigan Department of Environmental Quality (DEQ) and
Dearborn. Engineering is completed and construction on the first phase is scheduled to begin in
the last calendar quarter of 2004. A debt service millage was approved by the voters in the
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spring of 2004 for financing the CSO project. The City was awarded a low interest State
Revolving Fund loan to pay for a majority of the first phase of the project.

The City of Dearborn has implemented funding mechanisms for major asset replacement,
infrastructure replacement and capital type maintenance. The City Engineer has set funding
levels for streets, sidewalks, water and sewer lines. Major assets such as vehicles and off-road
equipment have replacement schedules with replacements funded on an ongoing prorated annual
basis. Technological equipment is following the same funding approach and a mass replacement
is in process and will be completed by end of fiscal 2005.

Mayor Guido and the Council of the City of Dearborn are responsive to the community. Challenges
are identified, openly communicated, and action is planned and taken. In November 2001
Dearborn voters re-elected Mayor Michael Guido to a 4" term in office. The Mayor received an
overwhelming majority of the vote with nearly 80% of votes cast for him. The citizens showed a
clear preference for continuity in leadership that enables Dearborn to build and maintain a level of
public services second to none.

FINANCIAL INFORMATION

ACCOUNTING SYSTEM INTERNAL CONTROL STRUCTURE

In developing and evaluating the City's accounting system, consideration is given to the adequacy
of internal accounting controls. Internal accounting controls are designed to provide reasonable,
but not absolute, assurance regarding: (1) the safeguarding of assets against loss from
unauthorized use or disposition; and (2) the reliability of financial records for preparing financial
statements and maintaining accountability for assets. The concept of reasonable assurance
recognizes that: (1) the cost of a control should not exceed the benefits likely to be derived; and
(2) the evaluation of costs and benefits requires estimates and judgments by management.

All internal control evaluations occur within the above framework. We believe that the City's
internal accounting controls adequately safeguard assets and provide reasonable assurance of
proper recording of financial transactions.

BUDGET CONTROLS

The City's budget is prepared in compliance with uniform budgeting provisions of Michigan law for
all governmental fund types and in conformity with generally accepted accounting principles
(modified accrual basis of accounting). Under the modified accrual basis of accounting,
expenditures are recognized when the related liability is incurred and revenues are recognized
when measurable and available. Expenditures are controlled at the department level (General
Fund), project level (Capital Improvement Fund), or fund level (all other funds), as appropriate.
Encumbrances, which are reservations of fund balance and not expenditures, are used as an
extension of formal budgetary control.

viii
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GENERAL GOVERNMENT

The City of Dearborn is a full-service government. The Mayor, the Clerk, and City Council have
department designations. Public Safety departments include: Police, Fire and Rescue, and
Building & Safety. The Department of Public Works manages the water and sewer systems,
sanitation, infrastructure projects, and general cleaning and maintenance of city property.
Culture and Recreation encompasses a main library and 3 branch libraries, a Historical Museum,
and a robust Recreation Department including neighborhood parks, a major park, a dual ice
surface arena, the Ford Community & Performing Arts Center, and a municipal golf course. The
City operates a part-time Health Department. The City has separate Planning, Economic &
Community Development, and Housing departments. Legal, Finance, Human Resources,
Assessment, and Public Information function as support-type departments. The City of Dearborn
is a medium sized community, but in many respects operates like a large community due to the
presence of Ford Motor Company and the corresponding business environment.

PROPRIETARY TYPE OPERATIONS

The City operates the water and sewer utilities. The City relies on and compensates the City of
Detroit for providing clean water and for treating sewage. The Recreation Department operates
an 18-hole golf course and the Housing Department manages five retirement buildings within the
City and one building in Clearwater, Florida. The Parking System Funds were established to
account for the construction, maintenance and operation of City-owned parking lots. A group of
internal service funds are operated for supporting the primary government.

DEBT ADMINISTRATION

In fiscal 1995, the City had two revenue bond issues to finance the Combined Sewer
Overflow/Retention Treatment Tunnel Project (CSO). Series 1995A bonds, in the amount of
$2,080,000, were issued through the Michigan State Revolving Fund and $26,750,000 Series
1995B bonds were sold on the open market. On February 26, 2004 the City issued $18,230,000
in Sewage Disposal System Revenue Refunding Bonds, Series 2004 and used the proceeds to pay
off the balance of the Series 1995B bonds. The City's credit rating on the latter issue was Aaa
from Moody’s Investors Service and AAA from Standard & Poor’s.

In fiscal 1996, $12,000,000 in 1995 Building Authority bonds were sold to finance a new court
facility and renovations to Police and Communications Department areas in the police station. On
April 23, 2004 the City issued $8,630,000 in general obligation limited tax bonds and used the
proceeds to advance refund the 1995 Building Authority bonds. Moody’s Investors Service rated
this issue Aaa while Standard and Poor’s issued a rating of AAA.

In March 1998, $11,975,000 of Building Authority general obligation limited tax bonds were
issued. The bond proceeds were used to finance the expansion of the ice arena for a second ice
surface, improvements to Ford Woods Park and renovation of the heating and cooling plant that
services the police and court building, the main library, and the Ford Community and Performing
Arts Center. Included in this bond issue was $3.475 million to refinance the 1991 Building
Authority golf course bonds. In November 1996, Dearborn voters approved up to $23,860,000 in
general obligation bonds for expansion of the Civic Center to the Ford Community and Performing
Arts Center. These bonds, which are unlimited general obligation bonds, were issued in June
1998. The March 1998 Building Authority bond issue, as well as the June 1998 voted issue, were
sold with bond insurance purchased by the underwriters to obtain an “AAA” rating.
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The City issued $6,000,000 in revenue bonds through the Michigan State Revolving Fund for the
Miller Road Pump Station project on March 28, 2002.

The Debt Service Fund records the debt millage income and the payment of debt service for the
Ford Community and Performing Arts Center. The millage rate is set to the best of our abilities to
mirror the amount needed to cover the debt service. A minimal fund balance is needed to cover
any tax income fluctuations resulting from property value changes. The money collected is used
exclusively for the retirement of debt. Municipal Building Authority debt service is paid by the
operating millage for general government facilities and by user fees for the municipal golf course.
The Combined Sewer Overflow (CSO) debt is paid by user fees.

On June 24, 2004 the City of Dearborn issued $13,260,000 of Limited Tax General Obligation
Bonds, Series A and $930,000 in Limited Tax General Obligation Bonds, Series B (Taxable) of
which $11,260,000 of the Series A (non-taxable) and all $930,000 of the Series B (taxable) bonds
will be used to construct parking decks, renovate existing lots and implement a paid parking
system. The remaining $2,000,000 of Series A (nontaxable) bonds will be used for technology
upgrades to various City facilities. Standard & Poor’s rated the Series A bonds at AAA and the
Series B (taxable) bonds at A+.

Additional debt was issued for the CSO project in early FY2005. In September, 2004 $61,640,000
of Series 2004A bonds were issued through the Michigan State Revolving Fund and in October,
2004 an additional $24,500,000 of Unlimited Tax General Obligation Sewer bonds were issued to
complete the funding needs for Phase | of the CSO project. The latter bonds were rated by
Moody’s Investors Service at Aaa and Standard & Poor’s at AAA. Additional debt will be issued for
the CSO project when final designs are ready for Phases Il and II1I.

In addition to bonded debt, the City has used installment purchase agreements from time to time
as a means of financing the acquisition of selected equipment. Vehicles, construction equipment,
fire apparatus, data processing, radio and telephone equipment have been financed with this
method. Expected useful lives of equipment so financed is five to seven years or more, which
substantially exceeds the typical financing term of four years. Bonds may also be issued to
finance improvements to various buildings and facilities based on updates of the City's capital
improvement plan.

FIDUCIARY FUND TYPE OPERATIONS

The City operates three pension trust funds, including two for police and fire personnel (one open,
one closed) and one closed for substantially all other full time personnel. Full time non-police and
fire personnel, not covered by the pension plan, are covered by a defined contribution plan. The
performance of the equity markets are of great concern for the pension systems. Actuary and
Investment Consultants are advising the Trustees. The City continues to make all contributions
required by actuarial valuations as it has since 1966 when amortization of unfunded pension
liabilities began.

COMPONENT UNITS

Included in this section of the report, as component units, are the East and West Dearborn
Downtown Development Authorities (EDDDA and WDDDA). These units account for monies from
tax increment financing districts under each authority's jurisdiction. These resources are being
accumulated to fund future redevelopment of both the East and West Dearborn Business Districts.
The Brownfield Redevelopment Authority is a component unit established for the redevelopment
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of environmentally contaminated property. The State of Michigan provides grants and loans in
support of approved projects.

CASH MANAGEMENT

The City's investment policy is to minimize credit and market risks while maintaining a
competitive yield on its investment portfolio. Cash temporarily idle during the year was invested
in certificates of deposit, U. S. government securities and top rated commercial paper. Cash is
internally pooled for investment purposes using two separate pools distinguished by the
investment needs of participating funds. One pool is strictly for short-term operating cash, while
the other pool is composed of money that can be safely invested for periods of one to seven
years. Funds in the latter pool consist mainly of self-insurance reserves and some monies
designated for future capital projects. Earnings are allocated based on time and dollar weighted
participation in each pool. A formal investment policy was adopted by the City Council in
November 1998.

RISK MANAGEMENT

The City employs a full-time attorney to serve as a risk manager whose primary task is focusing
on loss control in the areas of civil and fleet liability. The risk manager also assists with the
administration of the workers compensation program. All City programs undergo a periodic risk
analysis. Contractors doing business with the City on work judged to have significant exposure
are required to provide insurance, with the City named as an additional insured.

For both civil and fleet liability, the City retains the first $500,000 of claims on any one incident.
For fiscal 2004, this number increased to $750,000. In summary, insurance for general and fleet
liability has a $6 million limit per occurrence, backed by a $6 million umbrella, both per
occurrence and in aggregate. Workers compensation has a $500, 000 self-insured retention per
accident, backed by a statutory (unlimited) excess policy.

Loss control services of the City's insurers are used regularly to reduce exposures. An accident
review board routinely investigates all accidents involving City owned vehicles. Action is taken to
help avoid repetition and the resulting loss or injury. Actions may include discipline, training, and
changes in equipment or operating procedures. Both the City’s risk manager and its training
coordinator support these efforts. City employees are encouraged to look for and report any
hazardous conditions encountered in the course of their normal work.

The City has maintained its program of sidewalk inspection and replacement to help reduce the
number of "trip and fall" claims. In most years, between $500,000 and $800,000 have been
spent replacing sidewalks and driveway aprons throughout the City. The cost of the program is
largely borne by property owners.

A high level of training for police officers continues to be maintained, emphasizing control of
losses arising from police pursuits, improper arrests or improper use of force. Loss control also
includes inspection of facilities for, and correction of, hazards that increase risk of property losses.
The City relies heavily on visits and recommendations from our insurers' staff for this.

Xi
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INDEPENDENT AUDIT

State of Michigan statutes and City Charter require that an independent audit be made of the
City's financiai statements. In addition to meeting these requirements, the audit also is designed
to meet the requirements of the Single Audit Act of 1984 covering the City's federal financiai
assistance. Plante & Moran, LLP whose reports are included, has performed this audit for fiscai
year 2004,

AWARDS

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the City of Dearborn for its comprehensive annual financial
report (CAFR) for the fiscal year ended June 30, 2003. This was the fifth consecutive year that
the government has received this prestigious award. In order to be awarded a Certificate of
Achievement, the government must publish an easily readable and efficiently organized CA”F
This report satisfies both GAAP (Generally Accepted Accounting Principles) and applicable lega
reguirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement
Program’s requirements and we are submitting it to the GFOA to determine its eligibility for
another certificate.

ACKNOWLEDGEMENTS

Appreciation is extended to the elected officials, department heads, and other employees
responsible for contributing to the sound financial position of the City. 1In particular, we
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development of this report.
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CITY OF DEARBORN MISSION STATEMENT
PREAMBLE

Dearborn has a reputation for providing outstanding public service. For over 70 years, Dearborn
citizens have benefited from a public service philosophy that has placed their well-being ahead of all
other priorities. Today, because of this philosophy, providing outstanding public service is no longer
a goal; it's a standard. This standard makes Dearborn a unique and special place to live and work.

Dearborn citizens have responded with a deep sense of loyalty and devotion to the city. They
possess a fierce pride in its reputation and are confident in the city's ability to prosper in the future.

MISSION

Our mission is to provide the best possible public service as defined by the citizens of
this community in the most efficient manner. This mission includes preserving the
finest from Dearborn’s past and building on past successes for the future.

GUIDING PRINCIPLES

Dearborn citizens can expect:

The city's total commitment to provide the best possible service
Respect and courtesy

Fair and consistent treatment

Cooperation and honesty

Open communication and easy accessibility

Our constant readiness to help

City employees can expect:

Trust, respect, honesty, and fairness

The basic resources needed to do a good job

Clear and complete direction when necessary

A supportive environment that encourages input on what should be done and how it should be
done

Recognition and reward based on merit

City employees are expected to:

Make a total commitment to provide the best possible public service

Use all available resources efficiently and effectively

Continuously seek ways to improve service delivery through innovation
Continuously seek feedback from citizens

Be responsible and accountable for their actions

Ask for training when necessary

Challenge the status quo if they believe that service delivery can be improved
Value, support, and respect co-workers as teammates

The city administration will:

Foster cooperation and teamwork between employees and citizens
Evaluate every action based on its value to our citizens

Work with other public agencies to obtain the most benefits for our citizens
Attract citizens dedicated to Dearborn and its future

Continually strive to improve our efficiency and effectiveness
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Independent Auditor's Report

To the Honorable Mayor and Members
of the City Council
City of Dearborn, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business type activities, the aggregate discretely presented component units, each major fund,
and the aggregate remaining fund information of the City of Dearborn, Michigan as of and for the
year ended June 30, 2004 which collectively comprise the City’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the City's
management. Our responsibility is to express opinions on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Dearborn, Michigan, as of June 30, 2004, and the respective
changes in financial position and cash flows, where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

The management's discussion and analysis, retirement system schedules of funding progress and
employer contributions, and the budgetary comparison schedules as identified in the table of
contents are not a required part of the basic financial statements but are supplemental
information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplemental information. However,
we did not audit the information and express no opinion on it.

A member ol
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A worldwide association of independent accounting firms




To the Honorable Mayor and Members
of the City Council
City of Dearborn, Michigan

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the City of Dearborn’s basic financial statements. The
accompanying other supplemental information, as identified in the table of contents, is
presented for purposes of additional analysis and is not a required part of the basic
financial statements. The other supplemental information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report
dated October 15, 2004, on our consideration of the City of Dearborn’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide opinions on the internal control over
financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered
in assessing the results of our audit.

The accompanying introductory section and statistical tables, as identified in the table of
contents, are presented for purposes of additional analysis and are not a required part of
the basic financial statements. Such information has not been subjected to the auditing
procedures applied in the audit of the basic financial statements and, accordingly, we
express no opinion on them.

Plate { Monsn PLE

October |5, 2004
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moran



City of Dearborn, Michigan

Management’s Discussion & Analysis
June 30, 2004

This section of the City d Dearborn’s annual financial report represents our discussion and
analysis of the City’s financial performance during the fiscal year that ended June 30, 2004. It
should be reviewed in conjunction with the transmittal letter at the front of this report and the
City’s financial statements, which follow this section.

Using this Annual Report

This annual report consists of a series of financial statements. The Statement of Net Assets (on
page 19) and the Statement of Activities (on pages 20 and 21) provide information about the
activities of the City as a whole and present a longer-term view of the City’'s finances. Fund
financial statements start on page 22. These statements tell how services were financed in the
short term as well as what remains for future spending for governmental activities. Fund financial
statements also report the City’s operations in more detail than the government-wide statements
by providing information about the City’s most significant funds. The remaining statements
provide financial information about activities for which the City acts solely as a trustee or agent
for the benefit of those outside of the government.

Reporting the City as a Whole

The Statement of Net Assets and the Statement of Activities

Our analysis of the City as a whole begins on page 19. One of the most important questions
asked about the City’s finances is: “Is the City as a whole better or worse off as a result of the
year’s activities?” The Statement of Net Assets and the Statement of Activities report information
about the City as a whole and about its activities in a way that helps answer this question. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar
to the accounting method used by most private-sector companies. All of the current year’s
revenues and expenses are taken into account regardless of when cash is received or paid.

These two statements report the City’s net assets and changes in them. You can think of the
City’s net assets — the difference between assets and liabilities — as one way to measure the
City’s financial health or financial position. Over time, increases or decreases in the City’'s net
assets are one indicator of whether its financial health is improving or deteriorating. You will
need to consider other non-financial factors, such as changes in the City’s property tax base and
the conditions of the City’s roads, to assess the overall health of the City.

In the Statement of Net Assets and the Statement of Activities, we divide the City into three kinds
of activities:

Governmental activities — Most of the City’s basic services are reported here including police, fire,
public works, recreation and the general administration. Property taxes, franchise fees, and
state-shared revenues finance most of these activities.

Business-type activities — For these activities, the City charges a fee to customers to help cover
all or most of the cost of certain services it provides. The City’s water and sewer system, golf
course, housing, and parking system activities are reported here.

Component units — The City includes four separate legal entities in its report — the East and West
Dearborn Downtown Development Authorities, the Brownfield Development Authority and the
Economic Developme nt Corporation. Although legally separate, these “component units” are
important because the City is financially accountable for them.
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Reporting the City’s Most Significant Funds

Fund Financial Statements

Our analysis of the City’s major funds begins on page 22 and provides detailed information about
the most significant funds; not the City as a whole. The City’s two kinds of funds, governmental
and proprietary, use different accounting approaches.

Governmental funds — Most of the City’s basic services are reported in governmental funds, which
focus on how money flows into and out of those funds and the balances left at year-end that are
available for spending. These funds are reported using an accounting method called modified
accrual accounting, which measures cash and all other financial assets that can readily be
converted to cash. The governmental fund statements provide a detailed short-term view of the
City’s general government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources that can be
spent in the near future to finance the City’s programs. We describe the relationship (or
differences) between governmental activities (reported in the Government-wide Statement of
Net Assets and the Government-wide Statement of Activities) and governmental funds in a
reconciliation following the fund financial statements.

Proprietary funds — When the City charges customers for the services it provides, whether to
outside customers or to other units of the City, these services are generally reported in
proprietary funds. Proprietary funds are reported in the same way that all activities are reported
in the Government-wide Statement of Net Assets and the Government-wide Statement of
Activities. In fact, the City’s enterprise funds (a component of proprietary funds) are the same as
the business-type activities we report in the government-wide statements with more detail and
additional information, such as cash flows, for proprietary funds. We use internal service funds
(the other component of proprietary funds) to report activities that provide supplies and services
to the City’s other programs and activities. The activity of the internal service funds is eliminated
in the government-wide statements to avoid any “doubling up” in reporting revenues and
expenses.

The City as Trustee

Reporting the City’s Fiduciary Responsibilities

The City is the trustee, or fiduciary, for its employees’ pension plans. It is also responsible for
other assets that, because of a trust agreement, can be used only for the trust beneficiaries. All of
the City’s fiduciary activities are reported in separate Statements of Fiduciary Net Assets and
Changes in Fiduciary Net Assets on pages 34 and 35. We exclude these activities from the City’s
other financial statements because the City cannot use these assets to finance its operations.
The City is responsible for ensuring that the assets reported in these funds are used for their
intended purposes.
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The City as a Whole
The following table reflects the condensed Statement of Net Assets compared to prior year:

Table 1
Net Assets
(in Millions)
Governmental Business-type Total
Activities Activities Primary Government
FY2004 FY2003 FY2004 FY2003 FY2004 FY2003
Current and other assets $ 101.3 $ 91.6 $ 56.7 $ 51.4 $ 158.0 $ 143.0
Capital assets 128.5 131.6 139.5 128.5 268.0 260.1
Total assets 229.8 223.2 196.2 179.9 426.0 403.1
Long-term liabilities 41.9 37.8 41.8 30.4 83.7 68.2
Other liabilities 6.3 11.0 9.0 8.0 15.3 19.0
Total liabilities 48.2 48.8 50.8 38.4 99.0 87.2
Net assets:
Invested in capital
assets, net of debt 96.7 97.7 109.6 111.5 206.3 209.2
Restricted 10.1 8.9 15.9 6.5 26.0 15.4
Unrestricted (deficit) 74.8 67.8 19.8 23.5 94.6 91.3
Total net assets $ 181.6 $ 1744 $ 145.3 $ 1415 $ 326.9 $ 315.9

Table 1 Comments:

Total Primary Government net assets increased 3.5% or $11.0 million from $315.9 million to
$326.9 million. Of this change $7.2 million is attributable to Governmental Activities and $3.8
million increase in Business-type Activities.

Governmental Activities total assets increased 3.0% or $6.6 million from $223.2 million to $229.8
million. The most notable change is the increase in current and other assets of $9.7 million and
in net assets, unrestricted of $7.0 million.

The most significant change in business-type activities is related to capital assets and long-term
liabilities which is covered in Table 3 and Table 4, respectively. Restricted net assets are
primarily resources associated to the Combined Sewer Overflow Project.
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The following table reflects the condensed Statement of Activities.

Revenues

Program revenues:
Charges for services
Grants

General revenues:
Taxes

Intergovernmental revenue

Investment earnings
Other general revenues
Total revenues

Program expenses
General government
Public safety
Public works
Health & welfare
Recreation & culture
Community Improvement
Interest on long-term debt
Housing
Parking
Golf Course
Sewer
Water

Total expenses

Excess (deficiency)
before special items &
transfers

Transfers

Increase (decrease) in
net assets

Table 2 Comments:

Management’s Discussion & Analysis
June 30, 2004

Table 2
Changes in Net Assets
(in Millions)
Governmental Business-type Total
Activities Activities Primary Government
FY2004 FY2003 FY2004 FY2003 FY2004 FY2003
19.2 $ 18.0 $ 35.4 33.1 54.6 51.1
14.1 12.2 2.6 0.5 16.7 12.7
70.7 69.6 - - 70.7 69.6
10.4 11.6 0.1 - 10.5 11.6
1.1 1.6 0.5 0.8 1.6 2.4
(0.4) (0.1) (1.7) 0.8 (2.1) 0.7
115.1 112.9 36.9 35.2 152.0 148.1
17.3 18.9 - - 17.3 18.9
43.7 42.0 - - 43.7 42.0
18.7 17.8 - - 18.7 17.8
0.9 1.0 - - 0.9 1.0
19.5 17.9 - - 19.5 17.9
5.0 2.0 - - 5.0 2.0
2.0 1.7 - - 2.0 1.7
- - 3.8 3.0 3.8 3.0
- - 0.4 0.4 0.4 0.4
- - 1.5 1.6 1.5 1.6
- - 17.0 15.3 17.0 15.3
- - 11.2 11.2 11.2 11.2
107.1 101.3 33.9 31.5 141.0 132.8
8.0 11.6 3.0 3.7 11.0 15.3
(0.8) (0.6) 0.8 0.6 - -
7.2 $ 11.0 $ 3.8 4.3 11.0 15.3

Total Primary Government net assets increased $11.0 million in fiscal year 2004. Governmental

Activities total revenues increase minimally at a rate of 1.9%.

Governmental Activities total

expenses increased 5.7%. The growth of expenses at a rate greater than revenues is an issue of
concern and the city is taking action to remedy.

Business-type activities total revenues increased 4.8% and total expenditures increased 7.6%.
The expenditure growth is primarily driven by activity in the Sewer Fund.
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General Fund Budgetary Highlights

Over the course of the year, the Mayor and City Council revised the City budget. The budget is
automatically amended with the carry-forward of project-life budgets and for open commitments
rolling to the following fiscal year. The budget is also amended by resolution for specific requests,
generally for items that were intended to be completed or expended in the previous fiscal year
but for some extenuating circumstance were postponed. During the fiscal year, the budget is
amended for unanticipated events that could not be foreseen and for opportunities that arose and
weren’'t known previously. Even with these adjustments, the actual charges to appropriations
(expenditures) were approximately $10.9 million below the final budget amount.

Capital Asset and Debt Administration

Capital Assets

At the end of fiscal year 2004, the City had approximately $268 million invested in a broad range
of capital assets, including vehicles, police and fire equipment, buildings, park facilities, roads,
bridges and water and sewer lines. (See Table 3 below.)

Table 3
Capital Assets at Year-end
(Net of Depreciation)

Governmental Business-type Total
Activities Activities Primary Government
FY2004 FY2003 FY2004 FY2003 FY2004 FY2003
Land $ 4,336,569 $ 5,119,888 $ 4,528,085 $ 3,473,415 $ 8,864,654 $ 8,593,303
Right-of-ways 37.818 37,818 - - 37,818 37,818
Construction in progress 1,075,651 3,140,083 59,206,707 52,733,347 60,282,358 55,873,430
Infrastructure assets 33,636,227 32,611,048 - - 33,636,227 32,611,048
Buildings & improvements 78,566,679 78,416,842 11,069,710 11,574,767 89,636,389 89,991,609
Machinery & equipment 10,791,107 12,316,737 1,250,945 1,292,217 12,042,052 13,608,954
Water system - - 36,087,993 34,038,822 36,087,993 34,038,822
Sewer system - - 27.337.226 25.400.324 27.337.226 25.400.324
Total $ 128444051 $ 131,642,416 _$ 139.480,666 _$ 128,512,892 $ 267,924,717 _$ 260,155,308
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Table 3 Comments:
This year's major additions included:

Governmental activities:

Land, net asset adjustment $ (783,319)
Construction in Progress:
City Hall chiller replacement (completed project) (1,788,452)
Camp Dearborn RV site development (completed project) (401,611)
Infrastructure assets, net increase due to cost less depreciation 1,025,179

Business-type activities:
Land:
Parking Systems net additions 1,054,671

Buildings and Improvements:
Water Fund storage building 107,958

Construction in Progress (net change):

Parking Systems 3,043,089
Sewer Fund 2,321,225
Water Fund 1,109,045
Water System additions 2,933,536
Sewer System additions 2,522,796

Additional information on the City of Dearborn’s capital assets can be found in Note 3 on pages 55

and 56 of this report.

Debt

At fiscal 2004 year-end, the City had approximately $75.2 million in bonds and notes outstanding

versus $64.0 last fiscal year — an increase of 17.4% - as shown in Table 4.

Table 4
Outstanding Debt, at Year-end
(in Millions)
Governmental Business-type Total
Activities Activities Primary Government
FY2004 FY2003 FY2004 FY2003 FY2004 FY2003

General obligation

bond (backed by City) $ 33,611,717 $ 33,752,890 $ 14,889,626 $ 2,970,000 $ 48,501,343 $ 36,722,890
Revenue bonds and

notes (backed by

specific tax and fee

revenue) $ - $ - $ 26,723,565 $ 27,376,520 $ 26,723,565 $ 27,376,520

Total $ 33,611,717 $ 33,752,890 $ 41,613,191 $ 30,346,520 $ 75,224,908 $ 64,099,410
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On February 26, 2004 the City of Dearborn issued $18,230,000 in Sewage Disposal System
Revenue Refunding Bonds, Series 2004 with interest rates that range from 2.0% to 4.0%. The
proceeds from these bonds were used to refund $18,270,000 of outstanding Sewage Disposal
System Revenue Bonds, Series 1995B.

On April 23, 2004 the City of Dearborn issued $8,630,000 in general obligation limited tax bonds
with interest rates that range from 2.0% to 4.0%. The proceeds from these bonds were used to
advance refund $8,475,000 of outstanding Municipal Building Authority general obligation
unlimited tax bonds.

On June 24, 2004 the City of Dearborn issued $13,260,000 of Limited Tax General Obligation
Bonds, Series A and $930,000 in Limited Tax General Obligation Bonds, Series B (Taxable) of
which $11,260,000 of the Series A (non-taxable) as well as all $930,000 of the Series B (taxable)
bonds will be used to construct parking decks, renovate existing lots and implement a paid
parking system. The remaining $2,000,000 of Series A (nontaxable) bonds will be used for
technology upgrades to various City facilities.

Additional information on the City of Dearborn’s long-term debt can be found in Note 4 on pages
57-62 of this report.

Fiscal Year 2005 Budgets & Rates

All fund budgets, as adopted, are balanced and financed by either current estimated revenues or
fund equity. The total of the General Fund expenditure budget is $104,055,775 and the
combined expenditure budget for all funds, before the elimination of inter-fund duplicating
transfers, is $187,951,524.

The operating and the garbage and rubbish millage combined rates is equal to the previous fiscal
year at 14.75 mills. The November 1996 voted debt millage rate decreased from .54 mills to .52
mills. The net total millage rate is .02 mills less than last fiscal year at 15.27 mills.

The City of Dearborn combined water and sewer rate increased 8.8%. The increase in rates from
the City of Detroit and capital infrastructure projects are the drivers of the increase. The
Combined Sewer Overflow (CSO) projects and the continued replacement of aging systems may
influence rates in the future.

Table of Major Revenue Rates

Fiscal Year Fiscal Year Difference

Description 2003-2004 2004-2005
Tax Millage Rate:

City Operating 13.6275 13.5900 (.0375)

Garbage & Rubbish 1.1225 1.1600 .0375

Debt Service .5400 .5200 (.0200)
Total Millage Rate 15.2900 15.2700 (.0200)
Water Rate 9.13 8.01 (1.12)
Sewer Rate 18.12 21.81 3.69
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Major Capital Initiatives

The 2004-2005 funding of the Capital Improvement Plan is $14,176,348. The City is reinvesting
in infrastructure and public assets. A classification breakdown follows with some notable projects
specifically identified. The projects are supported by various funds including the General Fund
via the General Capital Improvement Fund, Community Development Block Grant Fund, Major
and Local Street Funds, and the Water and Sewer Funds.

Property - $1,966,148

Industrial Park Development $ 500,000
West Dearborn Downtown Redevelopment 500,000
Operation Eyesore 500,000
Camp Dearborn Redevelopment-Phase 2 708,706
Warren Avenue Streetscape (242,558)

Infrastructure - $9,883,525

Streets 5,666,245
Water 2,464,780
Sewer 1,752,500

Facilities - $1.372.060

Facility Deficiencies 1,000,000
ADA Compliance 150,000
Other Facility Projects 222,060

Other - $954.615
Parking System 67,000
Other and Contingency 887,615

Redevelopment

The City is periodically contacted with requests to identify large parcels of land. It has been
difficult to meet the demand and too often opportunities are lost. Underutilized property exists
within the City and there are efforts to assemble parcels for development. Some of the property
may require environmental remediation to address previous industrial use issues. This strategic
effort is speculative and will involve the investment of resources for several years. The demand
for property is consistent and the investment is expected to be low-risk, but not expected to yield
immediate return. The effort is focused on long-term positioning and not on short-term return.
It is very important that underutilized property be reconditioned and returned to its highest
applicable use capacity.

There are several other initiatives in progress. Some of these initiatives may need supplemental
funding as plans are finalized.
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General Fund - Estimated Revenues

The General Fund $104,055,775 expenditure budget is financed by income of $99,685,963 and
fund balance of $4,369,812. The use of fund balance is directly related to the state of the
economy producing a slightly lower revenue budget from the previous year and ever-present cost
increases. Many efforts have been made to control costs and will continue for the coming year.
The Mayor and Council agreed that they would continue to take time and make wise decisions.

Property taxes and related sources total $68,660,564, an increase of $1,310,753 or 1.98% over
the previous year’s budget. Property taxes and related sources account for 69% of total General
Fund revenues. Ad valorem real property values in comparison to ad valorem personal property
values have shifted from a 70/30 mix in the early 1990’s to a current 80/20 mix. Personal
property was the second largest tax base and is now third. Residential property is the largest
taxable property value and has produced the greatest return. Demand is high for residential
property, but we must recognize that growth is limited. Residential property equates to 47.1% of
the ad valorem property value, which is the highest percentage of any single property
classification and up from 38.6% in 1995 with the implementation of Proposal “A”. The following
paragraphs will cover the State mandated changes that have reduced or limited property tax
revenues.

This is the fifth year of the State Tax Commission revised depreciation personal property
multiplier tables and again, personal property taxes decreased. Personal property taxable values
correspondingly have decreased the past five years as follows: 5.38% for fiscal 2005, 3.91% for
fiscal year 2004, 6.26% for fiscal year 2003, 8.9% for fiscal year 2002, and 3.76% for fiscal year
2001. These depreciation tables continue to decrease taxable personal property value in a more
rapid fashion than the previously used tables. In other words, this revenue source has
experienced large reductions and will continue to decline. The revenue could stabilize if
businesses invest in new personal property, which offset the faster depreciation amounts. A
good economy hides some of the impact of the new tables, but in a slower economy the results of
these new tables is even more evident. The City Assessor contracted for the audit of personal
property returns and the outcome produced favorable offsets to the reductions.

The 2.3% real property growth inflation factor for fiscal year 2004 set by Proposal “A” of 1994,
limited the growth of the largest property classification. Low mortgage interest rates combined
with demand for property provided some relief with the turnover of property resulting in the
uncapping of values. The difference between Taxable Value and State Equalized Value multiplied
by the current tax rate would yield increased annual tax revenues in excess of $10,000,000. This
property tax limitation law has dramatically affected city revenues.

State Shared Revenue is the next largest single revenue for the General Fund and is estimated at
$9,424,400, which is $395,600 less than the previous year’s budget. State Shared Revenue is
exclusively funded by sales tax. Income tax, single business tax, and inventory reimbursements
were legislatively discontinued from distribution to local units of government after fiscal years
1997, 1996 and 1999, respectively. The State Constitution limits the sales tax rate to 6% and
dedicates taxes levied at the rate of 2% to the state school aid fund. The State Constitution
mandates that 15% of total revenues collected from sales taxes levied at a rate of 4% be
distributed to townships, cities, and villages. In addition to the constitutional distribution, there is
a statutory distribution of sales tax. The State Shared Revenue distribution formula was revised
two years ago with an emphasis on population. The new formula is phased in over 10 years. The
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2000 Census figures are a very important component of the calculation for Dearborn. The
Dearborn population grew 10% or 8,489, from 89,286 (1990) to 97,775 (2000) per the U.S.
Census. The State has not fully funded, by appropriation, the statutory distribution formula and
has used these reductions to help balance the State’s budget. The current economic downturn
resulting in decreased sales tax revenues available for distribution to local governments and the
State’s decision to not fund distributions per the formula are significant concerns.

Property taxes and Intergovernmental Revenues (mostly State Shared Revenue) account for
79.2% of the General Fund revenue budget. The remaining revenues are important, but not of
the same magnitude.

Charges for services are estimated at $9,757,092, which is a decrease of $145,011. Licenses and
permits are estimated at $2,670,550, which is a decrease of $594,900. The primary reasons for
the decrease are corrections to rates and fee structures, and adjustments to activity estimates.

Fines and forfeits are estimated at $2,979,300, which is a decrease of $290,600. This is mostly
revenue associated with the 19" District Court and court revenues. The decrease is a result of
splitting some of the parking enforcement revenues to the Parking System Funds.

Interest income from investments is estimated at $756,753, which is a decrease of 21.9% or
$251,647 reflecting the very low interest rate environment. Working capital is expected to
remain strong, but the low interest rates limit return. Interest revenue is less than 25% of what
it was in fiscal year 1999.

General Fund - Expenditure Appropriations
The adopted fiscal year 2003-2004 expenditure appropriation was $105,014,031 and the adopted
fiscal year 2004-2005 expenditure appropriation is $104,055,775.

The net decrease is $958,256 for all operating costs. The table below displays the changes by
expenditure classification.

Percent
FY 05 Adopted FY 04 Adopted Change
Budget Budget Difference (see note)

Personnel Services $76,212,919 $71,169,082 $5,043,837 7.1 %
Operating Expenses 16,920,699 18,658,527 (1,737,828) (9.3) %
Supplies 2,740,244 3,220,378 (480,134) (14.9) %
Utilities 3,735,500 3,918,500 (183,000) 4.7) %
Capital Outlay 951,000 1,204,000 (253,000) (21.0) %
Debt Service 1,727,713 1,784,874 (57,161) (3.2) %
Transfers Out 4,193,753 7,085,830 (2,892,077) (40.8) %
Undistributed Appropriations 984,997 1,345,436 (360,439) (26.8) %
Expenses Allocated Out (3,411,050) (3,372,596) (38,454) 1.1 %
Totals $104,055,775 $105,014,031 ($958,256) (0.9) %
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Personnel Services

Salaries, wages and benefits account for 73.2% of the total General Fund budget. The 7.1%
increase is the result of increasing benefit costs. Salaries and wages decreased $2,190,829 or
4.2%. Fifty-three full-time positions were eliminated in the General Fund for this budget year
with eighty-nine full-time positions eliminated for a three year city-wide cumulative total.
Benefit costs increased $7,234,666 or 38.7%. The major benefits increase is pension funding at
$6,299,807. Benefits also increased due to the ever increasing health care and post-retirement
health care with a combined increase of $385,684.

Operating Expense, Supplies & Utilities

City departments have done excellent work at decreasing operating costs. Most departments
have reduced staff and are restructuring in varying degrees. Some consultants are being utilized
to help position departments for enhanced performance given the reduction in available
resources.

Capital Outlay

Vehicles, equipment, computers, and copiers are paid for on an ongoing basis as part of the
operating budget. Money is accumulated or borrowed for replacements. Each department pays
an annual amount to cover replacement costs.

The following listing summarizes capital outlay by classification of expenditure.

Library Materials $ 670,000
Telephone $ 100,000
Data Processing $ 80,000
Radio $ 57,000
Operating Equipment $ 44,000

Resources are allocated for capital in every budget cycle to prevent the deferring of capital
reinvestment. The approach consistently applied is to fund asset replacements on an ongoing
basis. Typically, there is a schedule of assets with a replacement rotation on a level funding basis
or the accumulation of resources for mass replacement. This depends on the type of asset and
the best overall approach for the asset type. The Capital Improvement Fund is given an
allocation annually for significant capital repairs, replacements, and renovations. An extensive
Facilities Study has been performed and the results are being used to prioritize projects.
Combining these approaches with preventative maintenance helps to maintain assets in good
condition, extend useful life, and manage costs.

Debt Service

Debt Service represents lease payments to the Building Authority or direct payments for debt
service. The Court & Police building payments are $935,918. The lease for the Powerhouse
renovation, the Ford Woods Park reconfiguration and the additional ice surface for the Dearborn
Ice Skating Center is $791,795. When possible, debt is refinanced for lower interest rates.
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Transfers out

Transfers out are in support of operating activities or capital projects. The following list
represents contributions and purpose.

Contribution to:

Designated Purposes $ 134,776 Homecoming, Memorial Day, Employee Wellness
Camp Dearborn $ 250,000 Support of Operations

Camp Dearborn $ 708,706 Support of Capital Investment

Local Streets $ 175,000 Support of Capital Investment

Capital Improvement $ 2,000,000 Capital project financing

Central Garage $ 225,271 Operating Subsidy

Fleet & Gen. Liability $ 700,000 Tax Settlement Reserve

Undistributed appropriations

Undistributed appropriations are comprised of a $750,000 contingency for the General Fund non-
departmental, $14,000 for the Council Members ($2,000 each member), and $220,997
miscellaneous department contingencies. The contingency account is used to budget for risk.
Historically, if a department was aware of an event that could occur in the following year, a
budget would have been requested for that event. This resulted in many budget items to handle
“what if” situations in a single department. All of these “what if” situations are being combined
and a lower single number is budgeted to handle some, but not all, of the situations. The
expectation is that not all of the events will occur or result in costs.

Expenses allocated out

Expenses allocated out are the result of services provided directly to other funds, mostly by the
Highways Division of Public Works to the Major and Local Street Funds. These are credits to the
General Fund and charges to the other funds. Credits will vary depending on projects scheduled,
funding levels, and the actual inter-fund activity.

General Fund - Equity

The fund balance of the General Fund is budgeted to absorb $4,369,812 per the 2004-2005
adopted budget. Bond rating agencies consider the fund balance as a component in establishing
a rating. The City of Dearborn has received good ratings in part due to a healthy financial
position. The 2004-2005 budget reflects planned usage of the fund balance in order to provide
the time needed to adjust operations in the best possible manner. The departments are
continuing to propose adjustments to align appropriations with revenues. The City will continue
its historical commitment to good financial condition.

Unexpended “project life” appropriations from the current fiscal year do not lapse at fiscal year
end and are committed to the project. In order to prevent the re-budgeting of resources, these
budgets, in essence, are reserved. This is a standard practice across all funds.

As a mature community, Dearborn must reinvest in and promote itself to preserve Dearborn as
an attractive place to live and work for a wide mix of people from various socio-economic and
ethnic groups. As previously mentioned, there are projects planned that will have a long-term
beneficial effect on the long-term well being of the community.
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Future Financial Challenges

Vision and good planning are necessary to position the City for the future. Proposal “A” of 1994,
the Headlee Rollback Amendment, and the “built out” land status all contribute to limiting tax
revenue growth. The State’s reduction in revenue sharing to municipalities is most unfavorable.
Combining these challenges with the impact of the slow economy on other revenues and also
causing some expenditures like pension contributions to increase, makes for a very difficult
situation. For fiscal year 2006, the Mayor and Council are aware that some continued downsizing
will be necessary.

To help offset financial challenges of the future, the City Leaders adopted a redevelopment strategy
directed at rejuvenating brownfields and critical areas that will ensure the long-term success of the
community. Among the many side benefits will be an improvement to the community in which we
live. Also, the Ford Community & Performing Arts Center gives Dearborn a competitive advantage
for attracting residents. Combined with other advantages-- good schools, good employers and
employment opportunities, proximity to a major airport and many of the major highways,
education centers, etc. -- Dearborn is strategically well positioned. However, given the revenue
growth restrictions already mentioned, fiscal responsibility and operational effectiveness/efficiencies
will need to be primary focuses of every person working at the City.

Other Governmental Fund Tvpes

This section addresses issues concerning other fund types and is not intended to be a detailed
review of all these funds. Major and Local Street Funds rely on State Gas & Weight Tax revenue.
The FY2005 estimated Gas & Weight Tax revenue budget for both funds combined increased 1.6%
or $101,995 more than FY2004. The funding for the past several years is virtually a no-growth
status. The Local Street fund operating transfers-in of $2.4 million includes $1.3 million
contribution from the Major Street Fund and $1.0 million from the Community Development Block
Grant Fund. Both funds have the financial capacity to maintain and rebuild the roads, as proposed,
in the coming fiscal year. If actual revenues fall below budget, some construction work may need
to be postponed. The fund balance of the Major Street fund is budgeted to help support the
scheduled projects.

The FY2005 budget includes a $958,706 contribution from the General Fund to the Camp Dearborn
Operating Fund. This includes $250,000 for an operating subsidy and $708,706 for capital
investment. The Capital Improvement Plan includes capital support for Camp for the next couple
years. The Camp is being modernized with amenities that include full-service RV sites. Once
completed, the Camp revenues are expected to cover operating costs.

The combined grant revenue stream from the Community Development Block Grant Fund and the
Home Weatherization Fund is projected to be $2,777,118, which is $249,817 less than FY2004.

The November 1996 voted Civic Center Unlimited Tax General Obligation Bonds for $23,860,000
were issued June 11, 1998. The tax millage rate for fiscal year 2004-2005 is .52 mills for debt
service to pay the principal and interest payments on these bonds. This rate decreased .02 mills
from last year.

The General Capital Improvement Fund is primarily financed by contributions from other funds.
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Proprietary Fund Tvpes

Parking System

The East and West Dearborn Parking System Funds are merged and reported as a single fund for
financial reporting. These funds account for the operations and capital projects of the parking
systems. These funds are budgeted to be self-supporting in all respects, with the West Dearborn
Parking System implementing user paid parking in fiscal year 2005. The $20,580,863 projected
net assets is the result of debt financed parking improvements including 2 decks that will be
depreciated over time. The liquid net assets are expected to be sufficient for working capital
only.

Housing

The Seniors Apartment Operating Fund is budgeted to contribute $171,355 to net assets. The
working capital and equity of the fund are both financially healthy. The Dearborn Towers Fund is
budgeted to contribute $44,195 of net assets for capital projects. This fund has sufficient
operating working capital, but lacks resources for major capital re-investment in the facility.

Golf Course

The operation continues to be successful and is an independent going concern. The course is
accessed primarily by US24, which was reconstructed last season. All debt payments and
liabilities are paid by the income from operations.

Utility Funds

Water rates and sewer rates are set by ordinance and the budget revenue estimates are based on
the assumptions listed in the table earlier in this memorandum. The revenues support
operations, maintenance, and system replacements. The funds are operating on a “pay as you
go basis” and are not building much excess reserves. However, the City Engineer has
established a target infrastructure investment amount for each system and efforts are being
made to fund the capital projects at this level.

The first phase of the Federally mandated Combined Sewer Overflow project has been designed
and is out for bid. The State Revolving Fund approved a $90 million dollar low-interest loan for
the City of Dearborn. A ballot proposal seeking voter approval for a debt service millage on the
August 2004 ballot passed.

Central Garage

The Central Garage Fund receives money for services provided to other funds and therefore does
not build up much in reserves. Working capital is sometimes low, but the fund maintains a
positive position. The long-term financial operational target is to breakeven, while maintaining
the fleet.

The budget includes funding of vehicle and equipment replacement reserves. The funding is used
to purchase replacement equipment in the coming year. In addition, there is funding
accumulating for future asset replacements. This funding, combined with the sales or scrap value
of retired assets, will be used to acquire replacements at the optimum point in the assets’ life
cycles. The intention is not to fully fund the replacement of all assets, but to fund at a level to be
able to replace assets based on a predetermined schedule.
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Insurance Funds

These funds are all in good financial condition in relation to their purpose. The ever-increasing
cost of health care makes it difficult to build up resources in the Post Retirement Health Care fund
for funding the long-term retiree health care liability. The City is better positioned than most and
will implement Governmental Accounting Standards Board pronouncements as scheduled for
fiscal year 2007. The fund is healthy and performing to purpose, but it would be growing faster if
the increases in the cost of health care costs were not so substantial every year.

Contacting the City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers, investors and
creditors with a general overview of the City’s finances and to show the City’s accountability for
the money it receives. If you have any questions about this report or need additional financial
information, contact the Department of Finance at the City of Dearborn, 4500 Maple, Dearborn,
Ml 48126.
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Assets
Current assets:
Cash and cash equivalents (Note 2)
Investments (Note 2)
Accounts Receivable (Net)
Unbilled accounts receivable
Property taxes receivable
Interest and penalties on taxes
Accrued interest receivable
Special assessments receivable
Internal balances
Due from other governments
Prepaid items
Inventories
Total current assets
Noncurrent assets:
Advance to other funds
Restricted cash and investments
Capital assets, not being depreciated (Note 3)
Capital assets, net of depreciation (Note 3)
Total noncurrent assets
Total assets

Liabilities
Current liabilities:
Accounts payable
Accrued interest payable
Accrued liabilities
Deposits/refunds payable
Due to other governments
Deferred revenue
Total current liabilities
Noncurrent liabilities:
Claims payable
Other liabilities
Long-term debt:
Due within one year (Note 4)
Due in more than one year (Note 4)
Total noncurrent liabilities
Total liabilities

Net Assets
Invested in capital assets,
net of related debt
Restricted for:
Capital projects
Debt service
Projects, roads and other
Unrestricted
Total net assets

See Notes to Financial Statements.

Primary Government

Government Wide Statement of Net Assets

June 30, 2004

Governmental Business-type Component
Activities Activities Total Units
$ 8,218,617 $ 2,272,663 $ 10,491,280 $ 934,776
72,959,860 19,843,985 92,803,845 3,507,128
2,157,131 4,934,121 7,091,252 -
- 2,366,483 2,366,483 -
850,484 - 850,484 20,058
159,699 - 159,699 -
527,237 188,124 715,361 25,735
69,639 - 69,639 -
640,777 (640,777) - -
5,226,436 298,719 5,525,155 -
2,011,904 145,537 2,157,441 -
5,775,727 374,813 6,150,540 -
98,597,511 29,783,668 128,381,179 4,487,697
764,388 (764,388) - -
1,986,728 27,655,701 29,642,429 -
5,450,038 63,734,792 69,184,830 -
122,994,013 75,745,874 198,739,887 -
131,195,167 166,371,979 297,567,146 -
229,792,678 196,155,647 425,948,325 4,487,697
2,427,932 7,742,770 10,170,702 450
167,659 458,553 626,212 -
798,735 73,940 872,675 -
2,915,323 285,918 3,201,241 -

520 398,136 398,656 -

- 31,777 31,777 -
6,310,169 8,991,094 15,301,263 450
4,566,893 - 4,566,893 -
3,334,880 2,391,709 5,726,589 -

33,967,886 39,449,159 73,417,045 246,000

41,869,659 41,840,868 83,710,527 246,000

48,179,828 50,831,962 99,011,790 246,450
96,668,519 109,651,802 206,320,321 -
4,512,767 12,426,930 16,939,697 -
325,862 3,444,444 3,770,306 -
5,274,498 - 5,274,498 -

74,831,204 19,800,509 94,631,713 4,241,247

$ 181,612,850 $ 145,323,685 $ 326,936,535 $4,241,247
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Program Revenues

Charges for

Operating
Grants and

Capital
Grants and

Functions/Programs Expenses Services Contributions Contributions
Primary government:
Governmental activities:
General government $ 17,310,436 $ 3,337,927 % 207,871 $ 1,032,222
Public safety 43,694,680 7,573,247 557,334 -
Public works 18,699,976 1,936,530 6,925,422 1,302,425
Health and welfare 910,537 193,905 2,500 -
Recreation and culture 19,441,507 6,160,059 920,395 36,078
Community improvement 5,002,834 19,708 1,292,101 1,813,127
Interest on long-term debt 2,015,054 - - -
Total governmental activities 107,075,024 19,221,376 9,905,623 4,183,852
Business-type activities:
Housing 3,849,819 3,128,263 - -
Golf Course 1,542,704 1,303,327 - -
Parking 407,820 383,650 - 2,556,992
Sewer 16,964,560 18,442,613 23,775 -
Water 11,158,986 12,115,556 - -
Total business-type activities 33,923,889 35,373,409 23,775 2,556,992
Total primary government $ 140,998,913 $ 54,594,785 $ 9,929,398 $ 6,740,844

Component units:
West Dearborn Downtown

Development Authority $ 1,862,486 $ - $ - $ -
East Dearborn Downtown

Development Authority 105,519 - - -
Brownfield Redevelopment

Authority - - - -
Economic Development

Corporation 106,608 - - -

Total component units $ 2,074,613 $ - $ - $ -

General revenues:
Taxes
Intergovernmental revenues
Unrestricted franchise fees
Investment earnings
Gain (loss) on sale of capital assets
Miscellaneous
Special items - loss on abandoned assets
Transfers
Total general revenues, special items and transfers
Change in net assets
Net assets - beginning
Net assets - ending

See Notes to Financial Statements.
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|
Government Wide Statement of Activities

Year Ended June 30, 2004

Net (Expense) Revenue and Changes in Net Assets
Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ (12,732,416) $ - $ (12,732,416) $ -
(35,564,099) - (35,564,099) -
(8,535,599) - (8,535,599) -
(714,132) - (714,132) -
(12,324,975) - (12,324,975) -
(1,877,898) - (1,877,898) -
(2,015,054) - (2,015,054) -
(73,764,173) - (73,764,173) -
- (721,556) (721,556) -
- (239,377) (239,377)
- 2,532,822 2,532,822 -
- 1,501,828 1,501,828 -
- 956,570 956,570 -
- 4,030,287 4,030,287 -
(73,764,173) 4,030,287 (69,733,886) -
- - - (1,862,486)
- - - (105,519)
- - - (106,608)
- - - (2,074,613)
70,714,812 - 70,714,812 1,141,794
10,362,606 102,836 10,465,442
69,158 - 69,158 -
1,071,777 519,669 1,591,446 61,791
(773,009) - (773,009) -
301,058 138,351 439,409 49,074
(1,830,000)
(803,364) 803,364 - -
80,943,038 (265,780) 82,507,258 1,252,659
7,178,865 3,764,507 10,943,372 (821,954)
174,433,985 141,559,178 315,993,163 5,063,201
$181,612,850 $ 145,323,685 $ 326,936,535 $ 4,241,247

See Notes to Financial Statements.
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City of Dearborn, Michigan

Assets

Cash and cash equivalents
Investments
Accounts Receivable (Net)
Property taxes receivable
Interest and penalties on taxes
Accrued interest receivable
Special assessments receivable
Due from other funds (Note 5)
Due from other governments
Prepaid items
Inventories
Advance to other funds
Restricted cash and investments - Construction
Total assets

Liabilities and Fund Balances
Liabilities:
Accounts payable
Accrued liabilities
Deposits/refunds payable
Due to other governments
Due to other funds
Deferred revenue
Claims payable
Advance from other funds
Total liabilities

Fund balances:
Reserve for prepaid items
Reserve for encumbrances
Reserve for budgeted appropriations
Reserve for noncurrent collection of advances
to other funds
Unreserved, reported in:
General fund
Special revenue funds
Debt service fund
Capital projects fund
Total fund balances

Total liabilities and fund balances

See Notes to Financial Statements.

Balance Sheet

Governmental Funds

June 30, 2004

Other

Governmental Total
Capital Funds Governmental

General Projects (See page 89) Funds
$ 3,953,758 $ 1,221,507 $ 1,711,837 $ 6,887,102
35,108,086 11,836,046 13,906,552 60,850,684
1,857,878 214 225,559 2,083,651
824,446 - 26,038 850,484
159,699 - - 159,699
253,684 85,487 100,292 439,463
69,639 - - 69,639
1,432,664 162,180 128,967 1,723,811
3,726,233 - 1,500,203 5,226,436
971,878 - 9,113 980,991
3,127 5,554,908 2,318 5,560,353
1,379,519 - - 1,379,519
1,838 1,838

$ 49,740,611

$ 18,862,180

$ 17,610,879

$ 86,213,670

$ 1,533,130 $ 112,394 $ 628,050 $ 2,273,574
686,058 - 165,816 851,874
2,630,034 - 285,289 2,915,323
200 - 320 520
205,183 74,482 463,620 743,285
1,442,038 - 89,408 1,531,446
- - 28,206 28,206

- 615,131 - 615,131
6,496,643 802,007 1,660,709 8,959,359
971,878 - 9,113 980,991
2,392,448 4,512,767 5,265,385 12,170,600
6,439,714 11,322,013 7,316,219 25,077,946
1,379,519 - - 1,379,519
32,060,409 - - 32,060,409
- - 3,033,591 3,033,591

- - 325,862 325,862

- 2,225,393 - 2,225,393
43,243,968 18,060,173 15,950,170 77,254,311

$ 49,740,611

$ 18,862,180

$ 17,610,879

$ 86,213,670
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City of Dearborn, Michigan

Reconciliation of Governmental Funds Balance Sheet
to the Statement of Net Assets

Total fund balance for governmental funds

Amounts reported for governmental activities in the
statement of net assets are different because:

1. Capital assets used in governmental activities are not financial
resources and therefore are not reported in the
governmental funds

Cost of assets, not depreciated
Cost of assets, depreciated
Accumulated depreciation

Total adjustment due to capital assets

2. Some receivables are expected to be collected over several
years and are not available to pay for current year expenditures

3. Other assets used in governmental activities are financial
resources and therefore are not reported in the governmental

funds - inventory

4. Long-term liabilities are not due and payable in the current period
and therefore are not reported in the governmental funds
Accrued interest payable
Noncurrrent liabilities, due in one year
Noncurrrent liabilities, due in more than one year
Total adjustment due to long-term liabilities

5. Internal service funds are included as part of governmental activities

Net assets of governmental activities

See Notes to Financial Statements.
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June 30, 2004

$ 77,254,311

5,450,038
185,485,787
(68,843,963)
122,091,862
1,531,446
57,025

(143,815)
(3,200,000)
(32,019,794)

(35,363,609)

16,041,815

$ 181,612,850




City of Dearborn, Michigan

Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
Year Ended June 30, 2004

Revenues

Taxes, assessments and penalties

on taxes
Licenses and permits

Intergovernmental revenues:

State sources

Federal sources

Other sources
Charges for services
Fines and forfeits
Rents and royalties
Miscellaneous revenue
Private source contributions
Investment income

Total revenues

Expenditures

General government
Public safety
Public works
Health and welfare
Recreation and culture
Community improvement
Utilities
Capital outlay
Debt service:

Principal

Interest and fiscal charges

Total expenditures

Revenues Over (Under) Expenditures

Other Financing Sources (Uses)

Issuance of debt

Payment to refunded bond escrow agent

Operating transfers in
Operating transfers out

Total other financing sources (uses)

Revenues and Other Financing Sources
Over (Under) Expenditures and Other Uses

Fund Balances - Beginning

Fund Balances - Ending

See Notes to Financial Statements.

Other

Governmental Total
Capital Funds Governmental

General Projects (See page 91) Funds
$ 68,856,321 $ - $ 2,369,155 $ 71,225,476
3,012,402 - - 3,012,402
10,646,778 154,308 7,342,988 18,144,074
335,188 325,509 3,540,314 4,201,011
158,521 - - 158,521
9,528,001 - 382,065 9,910,066
3,133,166 - 588,977 3,722,143
3,173,624 - 1,687,106 4,860,730
1,665,988 29,155 84,273 1,779,416
- 132,000 263,049 395,049
838,052 38,922 194,042 1,071,016
101,348,041 679,894 16,451,969 118,479,904
17,051,939 - 85,998 17,137,937
39,806,474 - 403,494 40,209,968
10,958,092 - 8,794,431 19,752,523
896,133 - 2,504 898,637
13,465,065 - 2,254,397 15,719,462
747,664 1,969,365 1,300,767 4,017,796
3,574,671 - 266,019 3,840,690
875,849 2,475,436 768,843 4,120,128
- 1,015,000 1,450,000 2,465,000
- 769,948 1,072,128 1,842,076
87,375,887 6,229,749 16,398,581 110,004,217
13,972,154 (5,549,855) 53,388 8,475,687
- - 8,630,000 8,630,000
- - (8,475,000) (8,475,000)
317,045 7,159,321 4,160,549 11,636,915
(9,203,658) (308,889) (3,799,512) (13,312,059)
(8,886,613) 6,850,432 516,037 (1,520,144)
5,085,541 1,300,577 569,425 6,955,543
38,158,427 16,759,596 15,380,745 70,298,768

$ 43,243,968

$ 18,060,173

$ 15,950,170

$ 77,254,311
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City of Dearborn, Michigan

Reconciliation of Statement of Revenues, Expenditures, and Changes in
Fund Balance of Governmental Funds to the Statement of Activities
Year Ended June 30, 2004

Net change in fund balance - Total Governmental Funds $ 6,955,543

Amounts reported for governmental activities in the statement
of activities are different because:

1. Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assets is depreciated over their estimated useful lives
and recorded as depreciation expense. This is the amount
by which depreciation expense exceeded capital outlay. (2,747,510)

2. Revenues are recorded in the statement of activities when
the revenue is earned; they are not reported in the funds until
collected or collectable within 60 days of the year end (361,022)

3. Governmental funds report inventories as expenditures when
purchased; however in the statement of activities, the cost
of those assets is expensed when used (60,625)

4. Repayment of bond principal is an expenditure in the governmental
funds, but the repayment reduces long-term liabilities in the
statement of net assets:

Bonds payable 2,465,000
Net proceeds from debt refunding (155,000)
Interest payable (172,978)

5. Some expenses reported in the statement of activities do not
require the use of current financial resources and therefore are
not reported as expenditures in governmental funds:

Compensated absences 382,846
6. Internal service funds are included as part of governmental activities 872,611
Change in net assets of governmental activities $ 7,178,865

See Notes to Financial Statements.
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City of Dearborn, Michigan

Assets
Current assets:

Cash and cash equivalents

Investments

Accounts Receivable (Net)

Unbilled accounts receivable

Accrued interest receivable

Due from other governments

Due from other funds

Prepaid items

Inventories
Total current assets

Noncurrent assets:

Restricted cash and investments:
Construction and equipment
Debt service

Capital assets (Net)

Total noncurrent assets
Total assets

Liabilities
Current liabilities:
Accounts payable
Accrued interest payable
Accrued liabilities
Deposits/refunds payable
Due to other governments
Due to other funds
Deferred revenue
Current portion of long-term debt
Total current liabilities
Noncurrent liabilities:
Long-term debt, net of current portion
Other liabilities
Advance from other funds
Claims payable
Total noncurrent liabilities
Total liabilities

Net Assets
Invested in capital assets, net of debt
Restricted for:
Construction
Debt service
Unrestricted
Total net assets

See Notes to Financial Statements.

Business-type Activities

Enterprise Funds

Other
Parking Enterprise
System Funds
Funds Sewer Water (See page 104)
$ 270,250 $ 929,590 $ 440,102 % 632,721
2,619,019 6,677,718 4,262,163 6,285,085
320,633 99,553 4,513,935 -
- 1,730,818 635,665 -
20,873 92,619 30,782 43,850
- 13,729 284,927 63
2,573 - - -
- 13,533 42,348 89,656
- - 313,635 61,178
3,233,348 9,557,560 10,523,557 7,112,553
11,784,327 12,426,930 - -
31,088 3,272,654 - 140,702
7,445,199 79,675,648 42,930,477 9,429,342
19,260,614 95,375,232 42,930,477 9,570,044
22,493,962 104,932,792 53,454,034 16,682,597
1,127,594 3,556,741 2,967,331 91,104
152,913 281,605 - 24,035
- 22,678 19,700 31,562
- - 13,833 272,085
- 392,772 - 5,364
343,350 300,000 - -
- - - 31,777
411,765 1,790,000 - 175,000
2,035,622 6,343,796 3,000,864 630,927
11,656,362 24,933,564 - 2,646,500
- 10,684 120,386 96,607
621,000 - - 143,388
12,277,362 24,944,248 120,386 2,886,495
14,312,984 31,288,044 3,121,250 3,517,422
7,161,399 52,952,084 42,930,477 6,607,842
12,426,930 - -
31,088 3,272,654 - 140,702
988,491 4,993,080 7,402,307 6,416,631
$ 8,180,978 $ 73,644,748 $50,332,784 $ 13,165,175
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|
Statement of Net Assets

Proprietary Funds
June 30, 2004

Governmental
Activities -
Internal Service
Funds
Total (See page 108)
$ 2,272,663 $ 1,331,515
19,843,985 12,109,176
4,934,121 7,883
2,366,483 -
188,124 87,774
298,719 -
2,573 363,445
145,537 1,030,913
374,813 158,349
30,427,018 15,089,055
24,211,257 1,984,890
3,444,444 -
139,480,666 6,352,189
167,136,367 8,337,079
197,563,385 23,426,134
7,742,770 154,358
458,553 23,844
73,940 8,506
285,918 -
398,136 -
643,350 637,597
31,777 -
2,376,765 73,235
12,011,209 897,540
39,236,426 1,906,765
227,677 41,327
764,388 -

- 4,538,687
40,228,491 6,486,779
52,239,700 7,384,319

109,651,802 6,352,189
12,426,930 -
3,444,444 -

19,800,509 9,689,626

$ 145,323,685

$ 16,041,815

See Notes to Financial Statements.
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City of Dearborn, Michigan

Operating Revenues
Intergovernment revenue:
Federal
State
County
Sales
Charges for services
Penalties
Rents and royalties
Insurance premiums
Miscellaneous
Total operating revenues

Operating Expenses
Personnel services
Contractual services
Insurance and bonds
Insurance benefits
Claims and judgments
Utilities
Repairs and maintenance
Supplies
Cost of sales
Cost of rentals
Taxes

Depreciation
Other

Total operating expenses
Operating Income (Loss)
Nonoperating Revenues (Expenses)
Investment income
Contributions
Other interest

Other expense
Total nonoperating revenues (expenses)

Income (Loss) before Transfers
Operating Transfers

Operating transfers in

Operating transfers out

Net operating transfers

Net Income (Loss)
Loss on abandoned assets
Change in net assets

Net Assets - Beginning of Year

Net Assets - End of Year

See Notes to Financial Statements.

Business-type Activities
Enterprise Funds

Other
Parking Enterprise
System Funds
Funds Sewer Water (See page 105)
$ - $ 6,906 $ 16,128 $ 2,121

- 47,038 - -

- 30,643 - -

- 15,041,609 7,382,322 580,287

383,650 3,401,004 3,988,900 1,308,075

- - 744,334 -

- - - 2,543,228
- 5,293 14,335 118,723
383,650 18,532,493 12,146,019 4,552,434
- 768,694 2,630,574 1,944,879
25,859 1,489,638 1,293,866 289,864
- 6,500 8,000 143,045

- 182,110 5,859 463,088

2,936 340,165 11,791 1,355,783
343,348 53,276 514,131 135,364

- 11,835,150 5,623,388 148,523

- 2,178 - 56,097

- - - 78,688

35,677 797,679 1,039,239 519,555

- 330,694 32,138 86,122

407,820 15,806,084 11,158,986 5,221,008
(24,170) 2,726,409 987,033 (668,574)
27,935 308,793 94,197 88,744
2,556,992 23,775 - -

- (1,158,476) - (171,515)
2,584,927 (825,908) 94,197 (82,771)
2,560,757 1,900,501 1,081,230 (751,345)

- 16,872 883,999 -

- (64,339) (33,168) -

_ (47,467) 850,831 -
2,560,757 1,853,034 1,932,061 (751,345)

- (1,830,000) - -
2,560,757 23,034 1,932,061 (751,345)
5,620,221 73,621,714 48,400,723 13,916,520

$8,180,978 $73,644,748 $ 50,332,784 $ 13,165,175
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___________________________________________________________________________________________________________________________|
Statement of Revenues, Expenses, and Changes in Fund Net Assets

Proprietary Funds
Year Ended June 30, 2004

Governmental
Activities -
Internal Service
Funds
Total (See page 109)
$ 25,155 $ 1,145
47,038 -
30,643 -
23,004,218 -
9,081,629 2,694,441
744,334 -
2,543,228 1,970,898
- 2,735,731
138,351 2,544,236
35,614,596 9,946,451
5,344,147 -
3,099,227 1,155,699
157,545 1,135,754
- 76,414
- 2,464,610
651,057 -
1,710,675 -
1,046,119 -
17,607,061 3,837,342
58,275 -
78,688 -
2,392,150 1,351,133
448,954 55,638
32,593,898 10,076,590
3,020,698 (130,139)
519,669 159,568
2,580,767 -
(1,329,991) (18,955)
- (9,643)
1,770,445 130,970
4,791,143 831
900,871 871,780
(97,507) -
803,364 871,780
5,594,507 872,611
(1,830,000) -
3,764,507 872,611
141,559,178 15,169,204

$ 145,323,685

$ 16,041,815

See Notes to Financial Statements.
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City of Dearborn, Michigan

Cash Flows from Operating Activities
Receipts from customers
Payments to suppliers
Payments to employees
Internal activity
Claims paid
Other receipts (payments)
Net cash provided (used) by operating activities

Cash Flows from Noncapital Financing Activities
Operating transfers in
Operating transfers out
Net cash provided (used) by noncapital financing activities

Cash Flows from Capital and Related Financing Activities
Grants and contributions received
Principal received on debt
Prepaid interest on debt
Advance from (to) other funds
Principal paid on debt
Acquisition and construction of capital assets
Interest paid on debt

Net cash provided (used) by capital and related financing activities

Cash Flows from Investing Activities
Net sale (purchase) of investments
Investment income
Net cash provided (used) by investing activities
Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

Parking
System
Funds

$ 501,368
449,634

(73,083)

877,919

2,556,992
12,068,127

621,000

(4,097,760)
152,913

11,301,272

(12,376,133)
19,982

(12,356,151)

(176,960)

447,210

$ 270,250

Included in the Sewer Fund is a noncash transaction in the amount of $1,830,000 due to the

abandonment of assets. See Note 12 for further information.

See Notes to Financial Statements.
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Business-type Activities

Statement of Cash Flows
Proprietary Funds
Year Ended June 30, 2004

Enterprise Funds Governmental
Other Activities -
Enterprise Internal Service
Funds Funds
Sewer Water (See page 106) Total (See page 111)
$18,396,129 $12,242,108 $ 4,488,190 $ 35,627,795 $ 9,456,901
(14,620,696) (6,345,852) (2,815,584) (23,332,498) (5,080,711)
(812,170) (2,652,324) (1,944,488) (5,408,982) (1,231,968)
1,393,308 (12,950) (3,080) 1,304,195 (291,254)
- - - - (967,562)
(240,814) (1,675) 32,601 (209,888) (1,707,559)
4,115,757 3,229,307 (242,361) 7,980,622 177,847
16,872 883,999 - 900,871 871,780
(64,339) (33,168) - (97,507) -
(47,467) 850,831 - 803,364 871,780
23,775 - - 2,580,767 -
- - - 12,068,127 1,980,000
- - - - 23,844
- - (35,534) 585,466 -
(652,956) - (148,500) (801,456) -
(6,704,127) (4,380,000) (8,037) (15,189,924) (900,278)
(1,172,360) - (172,719) (1,192,166) -
(8,505,668) (4,380,000) (364,790) (1,949,186) 1,103,566
3,292,630 (226,024) (143,706) (9,453,233) (3,370,588)
304,317 88,750 83,366 496,415 137,657
3,596,947 (137,274) (60,340) (8,956,818) (3,232,931)
(840,431) (437,136) (667,491) (2,122,018) (1,079,738)
1,770,021 877,238 1,300,212 4,394,681 2,411,253
$ 929,590 440,102 $ 632,721 $ 2,272,663 $ 1,331,515

See Notes to Financial Statements.
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City of Dearborn, Michigan

Reconciliation of Operating Income (Loss) to Net Cash Provided

(Used) by Operating Activities:
Operating income (loss)

Adjustments to reconcile operating income (loss) to net cash

provided (used) by operating activities:

Depreciation expense

Change in assets and liabilities:
Accounts receivable
Due from other funds
Due from other governments
Prepaid items
Inventories
Accounts payable
Accrued liabilities
Customer deposits
Accrued vacation and sick leave
Due to other funds
Due to other governments
Claims payable
Deferred revenue

Net cash provided (used) by operating activities

See Notes to Financial Statements.
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Parking
System
Funds

(24,170)

35,677

117,718
(2,573)

821,777




Business-type Activities

Statement of Cash Flows
Proprietary Funds
Year Ended June 30, 2004

Enterprise Funds Governmental

Other Activities -

Enterprise Internal Service
Funds Funds

Sewer Water (See page 107) Total (See page 113)
$ 2,726,409 $ 987,033 $ (668,574) $ 3,020,698 $ (158,737)
797,679 1,039,238 519,556 2,392,150 1,351,133
(552,331) 35,300 28,530 (370,783) 19,526
1,098,766 1,100 - 1,097,293 (127,222)

505,847 98,252 (63) 604,036 -
(3,167) (16,687) (2,829) (22,683) (1,021,369)
- 27,653 (5,575) 22,078 (12,699)
(891,544) 1,160,399 (99,413) 991,219 (157,474)
(24,055) (60,181) (37,759) (121,995) (28,895)

- (7,000) 29,451 22,451 -
(43,476) (21,750) 391 (64,835) (5,552)
294,542 (14,050) (3,080) 206,902 (464,032)
207,087 - 443 207,530 1,203,117
- - - - (419,949)

- - (3,439) (3,439) -
$ 4,115,757 $ 3,229,307 $ (242,361) $ 7,980,622 $ 177,847

See Notes to Financial Statements.
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City of Dearborn, Michigan

Statement of Net Assets
Fiduciary Funds
June 30, 2004

Pension &
Other Agency
Employee Trust
Benefits Funds
Assets
Current assets:
Cash and cash equivalents $ 790,324 $ 1,099,145
Investments - short-term 10,597,207 2,330,305
Accounts Receivable (Net) 1,394,559 195,212
Accrued interest receivable 227,738 16,830
Due from other funds - 3,572
Total current assets 13,009,828 3,645,064
Noncurrent assets - Investments:
Corporate bonds (long-term) 162,086,363 -
Common stock 23,078,730 -
Collateral pledged on securities loaned 9,746,003 -
Real estate properties 9,702,775 -
Commingled and mutual funds 160,149,341 -
Limited partnerships 2,514,829 -
Total noncurrent assets 367,278,041 -
Total assets 380,287,869 $ 3,645,064
Liabilities
Accounts payable 1,493,837 $ 1,035,064
Deposits/refunds payable - 1,262,260
Due to other funds - 65,597
Due to other governments - 1,133,967
Deferred revenue 98,786 -
Securities loaned 9,746,003 -
Other liabilities - 148,176
Total liabilities 11,338,626 $ 3,645,064

Net Assets

Held in trust for pension benefits and other purposes $ 368,949,243

See Notes to Financial Statements.
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City of Dearborn, Michigan

Statement of Changes in Fiduciary Net Assets
Fiduciary Funds
Year Ended June 30, 2004

Pension &
Other
Employee
Benefits
Additions
Investment income:
Interest and dividends $ 8,521,558
Net increase in value of investments 36,654,221
Net investment income 45,175,779
Contributions:
Employer 9,533,875
Employee 1,115,067
Total contributions 10,648,942
Total additions 55,824,721
Deductions
Benefit payments 25,531,937
Refunds of contributions 655,316
Administrative expenses 740,634
Total deductions 26,927,887
Net Assets - Beginning of Year 340,052,409
Net Assets - End of Year $ 368,949,243

See Notes to Financial Statements.
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City of Dearborn, Michigan

Assets
Cash and cash equivalents
Investments - Short-term
Property taxes receivable
Accrued interest receivable
Due from other governments
Total assets

Liabilities
Accounts payable
Noncurrent liabilities:

Due in more than one year
Total liabilities

Net Assets - Unrestricted

See Notes to Financial Statements.

West Dearborn

East Dearborn

Downtown Downtown Brownfield
Development Development Redevelopment
Authority Authority Authority
$ 158,959 $ 202,745 $ 188
1,540,482 1,964,820 1,826
2,987 17,071 -
11,125 14,190 14
1,713,553 2,198,826 2,028
- 450 -
- - 246,000
- 450 246,000
$ 1,713,553 $ 2,198,376 $ (243,972)
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Economic
Development
Corporation Total
$ 572,884 $ 934,776
- 3,507,128
- 20,058
406 25,735
573,290 4,487,697
- 450
- 246,000
- 246,450
$ 573,290 $4,241,247

See Notes to Financial Statements.
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City of Dearborn, Michigan

Program Revenues

Operating
Charges for Grants and
Expenses Services Contributions
West Dearborn Development Authority -
Community improvement $1,862,486 $ - $ -
East Dearborn Development Authority -
Community improvement 105,519 - -
Brownfield Redevelopment Authority -
Community improvement - - -
Economic Development Corporation -
Community improvement 106,608 - -
Total component units $ 2,074,613 $ - $ -

General revenues:
Taxes
Investment earnings
Miscellaneous
Total general revenues
Change in net assets
Net assets - beginning
Net assets - ending

See Notes to Financial Statements.
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Statement of Activities

Component Units
Year Ended June 30, 2004

Net (Expense) Revenue and Changes in Net Assets
East Dearborn

West Dearborn

Downtown Downtown Brownfield Economic
Development Development Redevelopment Development
Authority Authority Authority Corporation Total
$ (1,862,486) $ - $ - $ - $ (1,862,486)
- (105,519) - - (105,519)
- - - (106,608) (106,608)
(1,862,486) (105,519) - (106,608) (2,074,613)
557,363 584,431 - 1,141,794
34,759 21,510 25 5,497 61,791
149 - 48,925 - 49,074
592,271 605,941 48,950 5,497 1,252,659
(1,270,215) 500,422 48,950 (101,111) (821,954)
2,983,768 1,697,954 (292,922) 674,401 5,063,201
$ 1,713,553 $ 2,198,376 $ (243,972)  $ 573,290 $ 4,241,247

See Notes to Financial Statements.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies

The City of Dearborn, Michigan (the City) was incorporated in 1929 under Michigan law as a home
rule city. The City operates under a strong mayor, weak council form of government. The most
recent charter was adopted November 3, 1979 and was effective July 1, 1980.

The financial statements of the City have been prepared in accordance with generally accepted
accounting principles (GAAP) as applied to governmental units. The Governmental Accounting
Standards Board (GASB) is the standard-setting body for governmental accounting and financial
reporting. Pronouncements of the Financial Accounting Standards Board (FASB) issued after
November 30, 1989 are not applied in the preparation of the financial statement of the business-
type activities and enterprise funds in accordance with GASB Statement #20, “Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities that use Proprietary
Fund Accounting.” Below is a summary of the City’s more significant policies.

A. Reporting Entity

The City is governed by an elected seven-member Council. As required by generally accepted
accounting principles, these financial statements present the City of Dearborn and its component
units.

Blended Component Units

The individual component units discussed below are included in the City's reporting entity because
of the significance of their operating or financial relationships with the City.

19th District Court

As a unit of the State of Michigan, the 19" District Court is a legally separate entity, but
Michigan law provides that the costs of district courts be funded directly by local governments
designated as a court's district control unit. Therefore, the 19" District Court’s budget is
approved by the City’s Council. The City of Dearborn’s General Fund reports the costs of
operating the 19" District Court including the fines and fees it collects and remits to the City
of Dearborn.

All fines and fees collected on behalf of the State of Michigan are reported in an agency fund
of the City due to their fiduciary nature.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

City of Dearborn Municipal Building Authority

This authority was formed for purposes of constructing public facilities financed through
issuance of Building Authority bonds as provided by PA 31 of 1948 and it provides services
exclusively for the City of Dearborn. The Building Authority Board is appointed by the Mayor.
Issuance of bonds and related lease contracts are subject to approval of the City Council (see
Note 4).

Building Authority operations consist of the issuance of debt, construction or acquisition of
facilities financed by such debt, and the repayment of such debt from lease proceeds. All of
this is accounted for in the appropriate City funds. The financial statements of the Building
Authority are consolidated with the financial statements of the City in a manner dependent on
the type of facilities acquired. The City is involved in the purchase by lease contract of
improvements to the Robert Herndon Dearborn Hills Municipal Golf Course, the Police/Court
Building, the Ice Arena, Powerhouse and Ford Woods Park redevelopment from the Building
Authority. The golf course operations are accounted for within the Enterprise Funds (Golf
Course Fund). Improvements to the Police/Court building, Ice Arena, Powerhouse and Ford
Woods Park redevelopment are accounted for within the General Capital Improvement Fund.

Discretely Presented Units

The following component units are dscretely presented in the combined financial statements.
They are reported in a separate column to emphasize that they are legally separate from the City.

Brownfield Redevelopment Authority (BRA)

The Brownfield Redevelopment Authority was created to account for the redevelopment of
environmentally contaminated and other under-utilized sites within the City. The Authority’s
governing body consists of the Mayor and six (6) individuals appointed by the Mayor. The City
Council must approve the BRA Budget.

The Economic Development Corporation of Dearborn (EDC)

The EDC's purpose is to encourage economic development, primarily through the issuance of
tax-exempt financing. Although the City has no involvement in the determination of the EDC
budget nor any obligation for the EDC's outstanding debt, City Council must approve
designation of project areas and must approve each project plan.

East Dearborn Downtown Development Authority (EDDA
The EDDA was formed to encourage development within the City's eastern central business

district. The City has no obligation for the EDDA's outstanding debt. The City Council must
approve the EDDA's budget.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

West Dearborn Downtown Development Authority (WDDA)

The WDDA was formed to encourage development within the City's western central business
district. The City has no obligation for the WDDA's outstanding debt. The City Council must
approve the WDDA's budget.

Financial statements for the discretely presented component units are available during office
hours at the City of Dearborn, Economic and Community Development Department, 13615
Michigan Avenue, Dearborn, Ml 48126.

B. Basic Financial Statements

The basic financial statements include both government-wide (reporting the City as a whole) and
fund financial statements (reporting the City’s major funds). Both the government-wide and fund
financial statements categorize primary activities as either governmental or business-type. The
City’s public safety, public works, recreation and general administrative services are classified as
governmental activities. The City’s water and sewer services, parking systems and the municipal
golf course are classified as business-type activities.

Government-wide Financial Statements

In the government-wide Statement of Net Assets, both the governmental and business-type
activities columns (a) are presented on a consolidated basis by column, (b) and are reported on a
full accrual, economic resource basis, which recognizes all long-term assets and receivables as
well as long-term debt and obligations. The City’s net assets are reported in three parts—invested
in capital assets, net of related debt; restricted net assets; and unrestricted net assets.

The City first utilizes restricted resources to finance qualifying activities.

The government-wide Statement of Activities reports both the gross and net cost of each of the
City’s functions and business-type activities (public safety, public works, etc.). The functions are
also supported by general government revenues (property taxes, certain intergovernmental
revenues, fines, permits and charges, etc.). The Statement of Activities reduces gross expenses
(including depreciation) by related program revenues, operating and capital grants. Rogram
revenues must be directly associated with the function (public safety, public works, etc.) or a
business-type activity. Operating grants include operating-specific and discretionary (either
operating or capital) grants.

The net costs (by function or business-type activity) are normally covered by general revenue
(property, sales or gas taxes, intergovernmental revenues, interest income, etc).
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

Government-wide Financial Statements

The City does not allocate indirect costs. An administrative fee is charged by the General Fund to
the other operating funds to recover the direct costs of General Fund services provided (finance,
human resources, purchasing, legal, management information systems, etc.). The effect of this
fee and all other internal activity has been eliminated from the government-wide financial
statements.

This government-wide focus is more on the sustainability of the City as an entity and the change
in the City’s net assets resulting from the current year’s activities.

Basic Financial Statements—Fund Financial Statements

The financial transactions of the City are reported in individual funds in the fund financial
statements. Each fund is accounted for by providing a separate set of self-balancing accounts
that comprises its assets, liabilities, reserves, fund equity, revenues and expenditures/expenses.
The various funds are reported by generic classification within the financial statements.

The following fund types are used by the City:

Governmental Funds

The focus of the governmental funds’ measurement (in the fund statements) is upon
determination of financial position and changes in financial position (sources, uses, and
balances of financial resources) rather than upon net income. The following is a description of
the governmental funds of the City:

General Fund — The General Fund is the general operating fund of the City. It is used to
account for all financial resources except those required to be accounted for in another fund.

Special Revenue Funds — Special Revenue Funds are used to account for the proceeds of
specific revenue sources that are legally restricted to expenditures for specified purposes.

Debt Service Fund — The Debt Service Fund is used to account for the accumulation of funds
for the periodic payment of principal and interest on general long-term debt.

Capital Projects Fund — The City has one capital project fund which is a major fund. The
Capital Projects Fund is used to account for financial resources to be used for the acquisition
or construction of major capital facilities (other than those financed by business-
type/proprietary funds).

Proprietary Funds

The focus of proprietary fund measurement is upon determination of operating income,
changes in net assets, financial position, and cash flows. The generally accepted accounting
principles applicable are those similar to businesses in the private sector.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

Proprietary funds distinguish operating revenue and expenses from nonoperating items.
Operating revenue and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenue of proprietary funds relate to charges to customers for sales and
service. The water and sewer funds also recognize the portion of tap fees intended to recover
current costs (e.g., labor and materials to hook up new customers) as operating revenue. The
portion intended to recover the cost of the infrastructure is recognized a nonoperating
revenue. Operating expenses for proprietary funds include the cost of sales and services,
administrative expenses and depreciation on capital assets. All revenue and expenses not
meeting this definition are reported as nonoperating revenue and expenses.

The following is a description of the proprietary funds of the City:

Enterprise Funds — Enterprise Funds are required to be used to account for operations for
which a fee is charged to external users for goods or services and the activity (a) is financed
with debt that is solely secured by a pledge of the net revenues, (b) has third party
requirements that the cost of providing services, including capital costs, be recovered with
fees and charges or (c) establishes fees and charges based on a pricing policy designed to
recover similar costs. The government reports the following major enterprise funds:

Parking Systems Funds — These funds account for construction and operation of two separate
parking systems.

Water Fund — This fund accounts for operation of the City’s water supply system. Purified
water is purchased from the Detroit Water and Sewage Department.

Sewer Fund — This fund accounts for operation of the City’s sewerage system. Sewage
treatment is purchased from the Detroit Water and Sewage Department.

Internal Service Funds — Internal Service Funds are used to account for the financing of
goods or services provided by an activity to other departments, funds or component units of
the City on a cost-reimbursement basis. Internal Service Funds include equipment
replacement, central garage, workers’ compensation, employee insurance and fleet and
general liability insurance.

Fiduciary Funds

Fiduciary Funds are used to report assets held in a trustee or agency capacity for others and
therefore are not available to support City programs. The reporting focus is on net assets and
changes in net assets and are reported using accounting principles similar to proprietary
funds. Fiduciary funds include (closed) general employees, (open) revised police and fire and
the (closed) policemen’s and firemen’s retirement system funds. In addition, the City has
retiree death benefit and post retirement healthcare fiduciary funds.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

The emphasis in fund financial statements is on the major funds in either the governmental or
business-type activities categories. Non-major funds by category are summarized into a single
column. GASB 34 sets forth minimum criteria (percentage of the assets, liabilities, revenues or
expenditures/expenses of either fund category or the governmental and enterprise combined) for
the determination of major funds. The non-major funds are combined in a column in the fund
financial statements.

The City’s internal service funds are presented in the proprietary funds financial statements.
Because the principal users of the internal services are the City’s governmental activities, the
financial statements of the internal service funds are consolidated into the governmental column
when presented in the government-wide financial statements. To the extent possible, the cost of
these services is reported in the appropriate functional activity (public safety, public works, etc.).

The City’s fiduciary funds are presented in the fiduciary fund financial statements by type
(pension and other employee benefits and agency). Since by definition these assets are being
held for the benefit of a third party (other local governments, private parties, pension
participants, etc.) and cannot be used to address activities or obligations of the government,
these funds are not incorporated into the government-wide statements.

C. Measurement Focus and Basis of Accounting

Basis of accounting refers to the point at which revenues or expenditures/expenses are
recognized in the accounts and reported in the financial statements. It relates to the timing of
the measurements made regardless of the measurement focus applied.

Accrual

Both governmental and business-type activities in the government-wide financial statements and
the proprietary and fiduciary fund financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recognized when earned
and expenses are recognized when incurred.

Modified Accrual

The governmental funds financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under the modified accrual
basis of accounting, revenues are recorded when susceptible to accrual; i.e., both measurable
and available. “Available” means collectible within the current period or soon enough thereafter to
be used to pay liabilities of the current period (within 60 days of the next fiscal year).
Expenditures are generally recognized under the modified accrual basis of accounting when the
related liability is incurred. The exception to this general rule is that principal and interest on
general obligation long-term debt is recognized when due.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

Those revenues susceptible to accrual are property taxes, special assessments, licenses, interest
revenue and charges for services. Sales taxes collected and held by the state at year-end on
behalf of the government also are recognized as revenue. Fines, permits and parking meter
revenues are not susceptible to accrual because generally they are not measurable until received
in cash.

Property taxes and other revenue that are both measurable and available for use to finance
operations are recorded as revenue when earned. Other revenue is recorded when received.

Properties are assessed as of December 31 and the related property taxes are billed and become
a lien on July 1 of the following year. The taxes are due on August 31 with the final collection
date of February 28 before they are added to the county tax rolls.

The City reports deferred revenue on its governmental funds balance sheet. Deferred revenues
arise when a potential revenue does not meet both the "measurable” and "available" criteria for
recognition in the current period. Deferred revenues also arise when resources are received by
the City before it has a legal claim to them, as when grant monies are received prior to the
incurrence of qualifying expenditures. In subsequent periods, when both revenue recognition
criteria are met, or when the government has a legal claim to the resources, the liability for
deferred revenue is removed from the combined balance sheet and revenue is recognized.

D. Budgetary Accounting and Accountability

The City’s budget is prepared in compliance with the uniform budgeting provisions of Michigan
law. Budgets are adopted for all governmental and proprietary funds.

Appropriations in the General Fund are controlled at the department level. Expenditures for all
other governmental funds are controlled at the fund level. While the legislative budget is adopted
at summary levels, administrative control is maintained at detail levels. Management may amend
the budget at the detail level within summary constraints. During the fiscal year, it was
necessary to make budget amendments.

The City maintains budgetary control through the use of a full encumbrance system. For
budgetary purposes, appropriations lapse at fiscal year-end, expect for the portion related to
encumbered amounts and those amounts approved for carry forward by the City Council.

Budget to actual statements have been prepared in accordance with generally accepted
accounting principles with the following exceptions:

Encumbrances are included as expenditures.
Project life re-appropriations to the following fiscal year are reported as appropriated reserve
carry-forward.

A comparison of the actual results of operations to the budgeted amounts (at the level of control

adopted by the City Council) for the Major Governmental Funds is presented as Required
Supplementary Information.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

Encumbrances

Encumbrances represent commitments related to unperformed contracts for goods or services.
Encumbrance accounting, under which purchase orders, contracts and other commitments for the
expenditure of resources are recorded to reserve that portion of the applicable appropriation, is
employed as an extension of the formal budgetary control in the General, Special Revenue and
Capital Projects Funds. Encumbrances outstanding at year-end are reported as reservations of
fund balances and do not constitute expenditures or liabilities because the commitment will be
honored during the subsequent year.

The negative unreserved fund balance in the community development fund and the home
weatherization fund is a result of open encumbrances. Grant revenues will be recognized in
future periods when these encumbrances are expended.

E. Financial Statement Amounts

Cash and Investments

Investments are reported at fair value, based on quoted market prices. Short-term investments
and certificates of deposit are purchased with pooled cash and are generally held to maturity.
Cash is pooled in two pools based on investment requirements, one for short term and one for
intermediate term. Interest is allocated on the basis of time-and-dollar-weighted participation in
each pool.

The purchase and sale of proprietary fund investments have been netted for cash flow purposes

as the nature of the investments is highly liquid because there is an active market readily
available.

Accounts Receivable

The unbilled accounts receivable in the Enterprise Funds were for unbilled consumption of water
and sewer as of June 30, 2004.

The allowance for uncollectibles in the General Fund is established for potentially uncollectible
ambulance billings. Most city service billings, if not paid, are assessed as a lien against the
serviced property.

Inventories
Inventories are recorded at the lower of cost or market, cost being the weighted average method

with the exception of the Enterprise Funds’ inventories, which are recorded on the first-in, first-
out basis.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

Restricted Assets

The revenue bonds of the Enterprise and Internal Service Funds require amounts to be set aside
for construction, debt service principal and interest, operations and maintenance, equipment
purchases and a bond reserve. Also, the unspent bond proceeds of the Capital Projects Funds
require amounts to be set aside for construction. These amounts have been classified as
restricted assets.

Capital Assets

Capital assets purchased or acquired with an original cost of $2,500 or more are capitalized at
historical cost or estimated historical cost. Donated capital assets are valued at their estimated
fair market value on the date received.

Additions, improvements and other capital outlays that significantly extend the useful life of an
asset are capitalized. Other costs incurred for repairs and maintenance are expensed as incurred.

Depreciation on all qualifying assets is provided on the straight-line basis over the assets’
estimated useful lives over the following useful lives:

Buildings and improvements 25-50 years
Water & sewer systems 75 years
Motor vehicles, furniture, machinery & equipment 5-15 years
Library books 10 years
Roads, bridges and sidewalks 15-40 years

The City has a collection of art work presented for public exhibition and education that is being
preserved for future generations. The collection is not capitalized or depreciated as part of capital
assets.

Prepaids

Prepaids are payments nade in the current fiscal year for services in the next fiscal year. The
July medical and dental premium payments were made in June.

Compensated Absences

The City accrues vested or accumulated sick and vacation leave when earned by the employee.
The non-current portion (that is the amount not expected to be liquidated with expendable
available financial resources) for governmental funds is maintained separately and represents a
reconciling item between fund and government-wide presentations.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

Property Taxes

The City property tax is levied each July 1 on the taxable value of property located in the City as
of the preceding December 31; taxes become a lien on December 1. Taxable valuations are
established annually by the City Assessor and are based on assessed valuations (established at
50 percent of true cash value), with the annual growth of each property's taxable value limited by
inflation. Real and personal property in the City subject to the 2003 levy that financed operations
for the fiscal year ended June 30, 2004 was valued at $4,630,771,287, which is 50 percent of
true cash value. The City millage for the fiscal year ended June 30, 2004 was 15.29 mills,
consisting of 13.6275 mills operating, 1.1225 mills for garbage and rubbish and .54 mills for debt
service. The City was legally empowered, by Section 13.2 of the City Charter and P.A. 298 of
1917, as amended, to levy up to 18.00 mills for fiscal year ended June 30, 2004 before rollbacks
required by Michigan law. The maximum potential millage for the fiscal year ended June 30,
2004 was 16.3530 mills after applicable rollbacks.

Taxes are payable without penalty in four equal installments due August 20, and every two
months thereafter with the final installment due February 20. They become delinquent if unpaid
by March 1. Real property taxes are returned to the Wayne County Treasurer for collection. The
City Treasurer is responsible for collection of personal property taxes. The amounts of delinquent
real property taxes become available to finance expenditures through operation of a County Tax
Revolving Fund. Ordinarily, the City receives proceeds from the revolving fund within 60 days of
fiscal year end. Delinquent personal property taxes and associated penalties not collected within
60 days of fiscal year end are recorded as deferred revenue.

Unrestricted Franchise Fees

Unrestricted franchise fees represent revenues generated from parties outside the City’s citizenry
(primarily the cable and cellular system operators) that are not restricted to any specific program.

Expenditures

Expenditures in governmental funds are recognized when the related fund liability is incurred.
Inventory costs are reported in the period when inventory items are used, rather than in the
period purchased.

Interfund Activity

Interfund activity is reported as either loans, services provided, reimbursements or transfers.
Loans are reported as interfund receivables and payables as appropriate and re subject to
elimination upon consolidation. Services provided, deemed to be at market or near market rates,
are treated as revenues and expenditures/expenses. Reimbursements are when one fund incurs
a cost, charges the appropriate benefiting fund and reduces its related cost as a reimbursement.
All other interfund transactions are treated as transfers. Transfers between governmental or
proprietary funds are netted as part of the reconciliation to the government-wide financial
statements.
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 1 — Summary of Significant Accounting Policies (Continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenses during the period. Actual results could differ from those estimates.

Other accounting policies are disclosed in other notes to financial statements.

Note 2 —Deposits and Investments

Cash and cash equivalents are defined as demand deposits, money markets and short-term
investments (primarily certificates of deposit) with a maturity date within three months of the
date acquired by the City.

The City's deposits and investments at June 30, 2004 are included on the basic financial

statements under the following classifications:

Governmental Business-Type Fiduciary Total Primary Component
Activities Activities Funds Government Units
Cash and Cash Equivalents $ 8,218,617 $ 2,272,663 $ 1,889,469 $ 12,380,749 $ 934,776
Investments 72,959,860 19,843,985 380,205,553 473,009,398 3,507,128
Restricted Assets 1,986,728 27,655,701 - 29,642,429 -
Total _$ 83,165,205 _$ 49,772,349 _$ 382,095,022 _$ 515,032,576 _ % 4,441,904
Primary Component
Government Units
Bank deposits (check and savings accounts,
certificates of deposit) $ 82,036,972 $ 2,442,036
Investments in securities, mutual funds
and similar vehicles 432,769,643 1,999,868
Petty cash and cash on hand 225,961 -

Total $ 515,032,576

$ 4,441,904
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City of Dearborn, Michigan

Notes to Financial Statements
June 30, 2004

Note 2 —Deposits and Investments (Continued)

Deposits

At year end, the carrying amount of the City's deposits was $2,036,972 and the bank balance
was $85,048,582. Of the bank balance, $803,802 was covered by federal depository insurance or
by collateral held by the City's agent in the City's name, and $32,244,780 was uninsured and
uncollateralized. Of the $82,244,780 uninsured and uncollateralized bank balance, approximately
94 percent was for certificates of deposit. The City believes that due to the dollar amounts of
cash deposits and the limits of FDIC insurance, it is impractical to insure all bank deposits. As a
result, the City evaluates each financial institution it deposits funds with and assesses the level of
risk of each institution; only those institutions with an acceptable estimated risk level are used as
depositories.

The Component Units cash includes $2,442,036 of deposits ($2,442,036 reflected in the accounts
of the bank). All of the bank balance of $2,442,036 was uninsured and uncollateralized. Of the
$2,442,036 uninsured and uncollateralized balance, approximately 100 percent was for
certificates of deposit.

Investments

Statutes authorize the City to invest in obligations of the U.S. Treasury, U.S. government
agencies and instrumentalities, commercial paper rated within the three highest classifications
established by two standard rating services, bankers' acceptances, repurchase agreements,
reverse repurchase agreements, mutual funds composed of investment vehicles which are legal
for direct investment by local units of government in Michigan, and investment pools of financial
institutions. The City does not engage in reverse repurchase agreements. It does not engage in
repurchase agreements without a master repurchase agreement and delivery of collateral to a
third-party custodian.

The Pension Trust Fund is also authorized by Michigan Public Act 55 of 1982 to invest in certain
reverse repurchase agreements, stocks, diversified investment companies, annuity investment
contracts, real estate leased to public entities, mortgages, real estate, debt or equity of certain
small businesses, certain state and local government obligations and certain other specified
investment vehicles.

State statutes and the System’s board policies permit the System to use investments of the plan
to enter into securities lending transactions — loans of securities to broker-dealers and other
entities for collateral with a simultaneous agreement to return the collateral for the same
securities in the future. The System’s securities custodians are agents in lending the plans’
securities for cash collateral of at least 100 percent of the market value of the loaned securities.
Securities on loan at year end are presented as noncategorized in the balance sheet presentation
of custodial credit risk. At year end, the System has no credit risk exposure to borrowers because
the amounts the System owes the borrowers exceed the amounts the borrowers owe the System.
Contracts with the lending agents require them to indemnify the System if the borrowers fail to
return the securities (and if the collateral is inadequate to replace the securities lent) or fail to
pay the System for income distributions by the securities’ issuers while the securities are on loan.
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Note 2 —Deposits and Investments (Continued)

The City's investments are categorized below to give an indication of the level of risk assumed by
the entity at year end. Category 1 includes investments that are insured or registered or for
which the securities are held by the City or its agent in the City's name. Category 2 includes
uninsured and unregistered investments for which the securities are held by the counterparty's
trust department or agent in the City's name. Category 3 includes uninsured and unregistered
investments for which the securities are held by the counterparty or by its trust department or
agent but not in the City's name.

Category
Carrying Amount
1 2 3 (Fair Value)
U.S. government securities $ 11,162,409 $ - $ 64,910,124 $ 76,072,533
Commercial paper - - 35,330,468 35,330,468
Corporate bo